


133i 


4 


re 


OC 


HARVARD 





USINESS 
REVIEW 








PRICE $1.25 A COPY 


OCTOBER, 1931 


VOLUME X NUMBER 1 


























-Announcing 


Now in Press—Ready November 15! 


Handbook of 
Business Administration 


W. J. DONALD, Editor in Chief 


Managing Director, American Management Association 


LEONA POWELL, Managing Editor 
Associate Editors: Members of the staff of the American Management 
Association, K. B. Anpersen, E. K. Donaup, M. R. Linpsay 
With the collaboration of 129 recognized authorities 


1752 pages, 444 X 7, well-illustrated with charts, 
tables and.forins. Flexible 








Is authoritative book, sponsored by and published for the 
American Management Association, is planned to provide a 
comprehensive resumé of modern managerial practice and accepted 


policies in all fields of business. 
It makes available for ready reference or careful study the 


actual procedures, methods and viewpoints of successful concerns 


in widely varying lines. 


Special Pre-publication Price 
until November 15, 1931—$6.00, postpaid 
(Price after November 15, 1931—$7.00, postpaid) 


A copy may be had for inspection. Address the publishers 


McGRAW-HILL BOOK COMPANY, Inc. 


370 SEVENTH AVENUE NEW YORK 




































































HARVARD 
BUSINESS REVIEW 


VOLUME X NUMBER 1 





OCTOBER, 1931 


demnity Hopes and War Debts J. FRANKLIN EBERSOLI I 


ification in New England in Relation to the Four-party Plan 
Winturop M. DANIELS 8 
C.O. SHERRILL 15 
ARTHUR S. DEWING 24 
Matcotm P. McNair 30 


blems of City Management 
‘rusts 
arge-scale Retailing 
’s Concern with Research in Industrial Psychology 

Water V. BINGHAM — 40 
of the Bank for International Settlements 
Russe._ut D. KILBoRN! 54 
OskAR MORGENSTERN 62 





Year 


xed Prices during the Depression 
phical Approach to the Study of Some Business Problems 

L. DupLEY STAMP 69 
SIDNEY A. SWENSRUD 7 


Problems of the Oil Industry. I] 
ViarVvIN L. Farr 85 


tion of Railroad Terminals 
Section 


ved 


PUBLISHED QUARTERLY 
<ADUATE SCHOOL OF BUSINESS ADMINISTRATION, HARVARD UNIVERSITY, AT 
YORK STREET, YORK, PENNSYLVANIA 


GRAW-HILL BOOK COMPANY, INC., 370 SEVENTH AVE I I YORK 
terms: $5 a year; single copies, Copyright, 1931, Harvard University, Cambridge, 
second class matter November Mass. Entered at Stationers’ Hall; copyrighted, 
Post Office at York, Pa., under the 1931. in Great Britain. Printed in the United State 
3, 1879. Address editorial corres p< nd- f America 
r, Morgan Hall, Soldiers Field Sta- ayes ; , : 
Massachusetts. An index to the Harvarp Business Review is pub 
ations ¢ yncerning advertising should lished annually with the | ily number. The conte 
are also indexed in the Reader's Guide to Per 


t ir offices in New York. Make é 
e to McGraw-Hill Book Company, Inc. Literature, and The Industrial Arts Inde 


TRACT BETWEEN HARVARD UNIVERSITY AND McGRAW-HILL BOOK COMPANY, I} 


the Publisher will in each year pay to Harvard all net profits, if any, shown .. . to hav 
the Publisher . Such net profits received by Harvard shall be applied from time to tin 
Dean of its Faculty of B ess Administration for research in some field of business.” 





























HARVARD BUSINESS REVIEW 

















The New York Trust Company 


Capital, Surplus and Undivided 
Profits . . . « « $48,000,000 





THE INDEX, published monthly by The 
New York Trust Company, discusses 
important domestic and international 


developments in business and finance. 


Comparative statistics on commodity 
and security prices and other business 
indications are currently tabulated in 


convenient form. 


THE INDEX will be mailed regularly 
without charge to those interested. 





I00 BROADWAY 
40TH STREET AND MADISON AVENUE 


57TH STREET AND FIFTH AVENUE 
































HARVARD BUSINESS REVIEW 














| under the direction of the Faculty of the Graduate School of Business 

nistration of Harvard University: Harry R. Tosdal, Faculty Editor; Car 

-usch, Managing Editor; Faculty Editorial Board, William J. Cunning- 

J. Anton de Haas, Wallace B. Donham, Charles I. Gragg, Edwin 

bbins, Clyde O. Ruggles, Thomas H. Sanders, Arthur V. Woodworth. 
Editorial Office: Soldiers Field P.O., Boston, Mass. 


CONTRIBUTORS TO THIS ISSUE 










Franklin Ebersole, Professor mouth College * * Oskar Mor- 


-e, Harvard Business School genstern, Privatdocent at the Uni- 














Winthrop M. Daniels, Thomas versity of Vienna, Editor, Journal 
Cuyler Professor of ‘Trans- f National Economy, Vienna * 

n, Yale University ***C.O. L. Dudley Stamp, Sir Ernest Cassel 

errill, Vice President, The Reader in Economic Geography, 

rGrocery & Baking Company, Ihe London School of Economic: 

nati, formerly City Manager and Political Science, University of 





ncinnati * * * Arthur S. London * * * Sidney A. Swen- 
ewing, Professor of Finance srud, Assistant to the President, 

Business School * * * Standard Oil Company of Ohio, 
lalcolm P. NcNair, Professor of Cleveland * * * Marvin L. Fair, 


ing and Managing Director, \ssistant Professorof Transportation 


Business Research, Har- ind Public Utilities, School of Com- 
Business School * * * Walter merce, Ten ple U; iversity ssi 


¥. Bingham, Director, Personne Romeyn B. Hough, Jr., Wilton 











irch Federation, Inc., New B. Persons, Secretary, Joseph S. 
City * * * Russell D. Kil- Oettinger, I:xecutive Committee, 
borne, Professor of Banking a: David Graham, [xecutive Con 
e, The Amos Tuck School of mittee, 1930-1931 Student Editorial 


istration and Finance, Dart- soard, Harvard Business Review. 


Harvarp Business Ri 


VIEW Gor not ssume res{ Dilit lor the f{ nts I view ¢ 
t oa 
































HARVARD BUSINESS REVIEW 


Bonbright & Company 















Incorporated 
es 
pr rf 
inti 
ear 
* * —— 
Investment Securities bb 
Al 
a ( 
man 
aiff. 
Ger: 
tion 
The 
Kal 
ae : a Ger 
NEW YORK CHICAGO BOSTON PHILADELPHIA . 
A 
ly 
ALBANY DETROIT PORTLAND, ORE. SCHENECTADY 4 
BALTIMORE ELMIRA PROVIDENCE SCRANTON rem 
BANGOR LOS ANGELES ROCHESTER SEATTLE : 
BUFFALO NEW HAVEN ST. LOUIS SYRACUSE 
DAVENPORT PITTSBURGH SAN FRANCISCO WASHINGTON 


WORCESTER 






























































OCTOBER 
1931 


HE problem of reparation, in so 
[ics as the American people may 
be able to influence the solution, 
bably will not be settled finally 
til we are able to return somewhat 
earer to our prewar state of feeling 
vard the prominent European na- 
Although half a generation has 

ssed since the World War began, we 
hardly more than halfway back 
our prewar attitude toward Ger- 

y. It continues to be somewhat 
ult to recall our admiration for the 
German people as a race and as a na- 
t Very few now remember that 
Theodore Roosevelt joined with the 

















iser in a review of a portion of the 
rman army and favored the building 
1 powerful American navy at a time 

such action could be construed 
nly as a threat to England’s acknowl- 
edged sea power. Many more may 
remember the clubs, athletic organiza- 


. Address. delivered at the first annual Special 
rogram for Alumni, held at the Harvard Graduate 
f Business Administration, July 24 and 25, 
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DEFLATING INDEMNITY HOPES AND 
WAR DEBTS! 


By J. FRANKLIN EBERSOLE 


tions, and places of public hospitality 
operated by healthy, thrifty, and in- 
dustrious Germans, and the popularity 
accorded by imitation to the methods 
of scholarship and of governmental 
control of industry as developed in 
Germany. 

Most of these activities and ideas 
were gradually swept away as the War 
proceeded, and, finally, when we went 
into the War, we developed a strong 
dislike for all things German. The 
dislike being strong enough, the War 
was won. 

When the Armistice came, a new 
state of feeling, entirely different from 
that which had prevailed before the 
War, emerged. The emotional strain 
of prosecuting the War had destroyed 
our capacity for making well-balanced 
judgments regarding European affairs. 
We all agreed then that Germany was 
to be blamed for everything, had all 
the war guilt, and should be made to 
pay. In fact, we agreed that she 
should be properly punished for having 
perpetrated the War. There was no 
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sum too large in anyone’s imagination 
for Germany to be made to pay, and 
one of the major difficulties, in negotiat- 
ing the treaty of peace, was to agree 
upon the sum. 

The reparation controversy, in all 
its history, has been and probably will 
continue to be merely a series of agree- 
ments, each one of which momentarily 
offers enough inducements, to both 
sides, to make such agreement sufh- 
ciently palatable for home consumption 
to obtain the necessary legislative ap- 
proval. The fundamental problem of 
reparation has not been, as has so often 
been said, to determine and readjust 
the amount to be paid, but, on the con- 
trary, it has been to readjust the ideas, 
the feelings, and the expectations of 
the parties to the agreements. The 
basic problem, therefore, is not eco- 
nomic, however much we may clothe the 
negotiations and agreements in such 
terms, but largely psychological and 
political. How much time must elapse 
before an effective majority in America 
will recognize this fact is an interesting 
speculation. 

The political character of the repara- 
tion problem and of each of the at- 
tempted solutions becomes increasingly 
apparent as the several agreements are 
reviewed. Germany agreed, by the 
terms of the Armistice, to compensate 
for all damage done to the civilian 
population of the Allies and their 
property by the aggression of Ger- 
many. ‘The Treaty of Versailles pro- 
vided that damages include pensions, 
thereby increasing the total bill in the 
ratio of about one to three. This was 
done to please certain of the Allies who 
otherwise would not share in the pay- 
ments. The fixing of a definite sum, 
however, was not completed by the 
Treaty, but was delegated to the Repar- 
ation Commission. 
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The report of this Commission was 
considered at a conference in London, 
and an agreement, based thereupon, was 
announced in May, 1921, fixing the 
total finally at 132 billion gold mark: 
and establishing a schedule, known a; 
the London Schedule, requiring annua! 
payments of 2 billion gold marks, plus 
a 26% tax on all German exports, 
This settlement, although not meeting 
the extravagant hopes of the most out- 
spoken of the victors, appeared to 
provide sufficient burden to tax all 
Germany’s recuperative powers, and 
gave an assurance of freedom from 
fears of future German aggression. 
The state of contemporary feeling was 
such that little, if any, thought was 
given to the prospective ability of Ger- 
many to pay, and, more important, to 
the need for a “will to pay” based 
upon acquiescence coupled with some 
hope of fulfillment. 

It was inevitable that Germany 
could not and would not meet the pay- 
ments. Insufficient weight had been 
given to the several prosperous agri- 
cultural and industrial areas taken 
from Germany by the Treaty and to 
the German losses of commercial ship- 
ping and of foreign investments. It 
has been estimated that German ship- 
ping and foreign investments produced 
more than one and one-half billion gold 
iarks of invisible exports per annum 
just prior to the War.? Even if there 
had been an immediate restoration of 
Germany’s prewar area and economic 
strength, only half of the burden in- 
posed by the London Schedule could 
conceivably have been met without 
borrowing and continuous refunding. 
With the reduction in area, in invest- 
ments abroad, and in shipping, even 
one billion gold marks could not have 
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2Moulton and McGuire, Germany’s Capacity 0 
Pay, p. 31. 
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paid annually through exports 


without borrowing. For a time Ger- 


/many made the required payments, 
| because about ten billion gold marks of 
foreign exchange were created un- 
expectedly during the years 1919 to 


1922 by exports of depreciating paper 


| marks and mark securities to meet the 
' demands of foreign speculators includ- 
ing those within the United States. 


The hopelessness of the situation for 


' Germany was brought home to every- 


one by her failure to balance the budget 
except by successive issues of paper 
marks. Reparation payments were de- 
faulted and the policy of “‘passive re- 
sistance” followed. France was in no 
mood for compromise, and, with Bel- 
gian cooperation, invaded and occupied 
the Ruhr in January, 1923. The final 
collapse of the mark in August, 1923, 
hastened the appointment of experts, 
by the Reparation Commission in No- 
vember, to review the whole question. 
As a result, the Dawes Plan was de- 
veloped. The collapse of the franc and 
the financial crisis in France in March, 
1924, provided a welcome for the 
Dawes Plan when it was announced on 
April 9, 1924. ‘The spectre of national 
bankruptcy made the Plan an accept- 
able alternative to France, and the 
prospect of ending the French occupa- 
tion of the Ruhr made the Plan ac- 
ceptable to powerful industrialists in 
Germany. 

The Dawes Plan, however, tempo- 
rized further with the divergent hopes 
of the parties to the settlement. Un- 
doubtedly this was necessary. The 
number of annuities and, therefore, the 
total sum to be paid, was not fixed. 
(his enabled the French populace to 
approve without sacrificing their hopes 

a large sum. Germany was 
accorded the “transfer provisions,” 
constituting somewhat more than a 
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hope that the annual payments would 
sooner or later be reduced. Germany 
was also led to believe that the occur- 
rence of some propitious event would 
make it possible to have a limitation 
placed on the number of annuities if, 
with the best of intentions to pay, the 
Plan should prove to be unworkable. 
These hopes for a reduction were not 
sufficient to obtain popular approval 
in Germany. It was necessary for 
Chancellor Marx to issue a proclama- 
tion, repudiating Germany’s previous 
admission of responsibility for the War, 
in order to obtain the necessary votes 
in the Reichstag. 

There was an approach to reason in 
the terms of the Dawes Plan, and Ger- 
many came out of the negotiations 
with a will to pay. The Plan provided 
essentially a form of receivership for 
Germany somewhat akin to our evolved 
procedure for handling corporations 
in default and for allocating their 
prospective future net income among 
those having made old, and those mak- 
ing new, advances of capital. The 
annuities to be paid began with one 
billion gold marks required for the year 
1924-1925, then increased to about one 
and one-quarter billions each in the 
years 1925-1927, to one and three- 
quarters billions in 1927-1928, to two 
and one-half billions in 1928-1929, and 
were fixed at two and one-half billions 
for each year thereafter, subject to 
adjustment according to an index of 
prosperity, to price changes, and to 
difficulties met in making transfers of 
payments abroad. Provision was 
made substantially for a moratorium 
during the first year, as eight-tenths 
of the annuity for that year was 
financed by an external bond issue, the 
German Republic 7’s of 1949. 

In 1924 it was obvious to any 
thoughtful person that the Plan would 
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have its real test in 1927-1928, and 
probably would not endure throughout 
the year 1928-1929. ‘The unparalleled 
prosperity prevailing in these years, 
and the willingness of American 
investors to purchase huge quantities 
of new foreign issues, however, post- 
poned the pinch until one annuity had 
been paid at the top level of two and 
one-half billion gold marks! 

Viewed solely from the standpoint 
of Germany, the Plan had some dis- 
agreeable as well as favorable features. 
A disagreeable feature, probably over- 
emphasized in German thought, was 
the elaborate system for supervising 
collections from mortgages on German 
railways and industries and certain 
taxes specifically pledged. <A desirable 
feature of the Plan, underemphasized 
in German thinking, was the provision 
for automatically adjusting the pay- 
ments directly with price changes. 

The transfer clauses of the Plan 
provided for deferring and later cancel- 
ing reparation payments when and if 
and so far as they might threaten the 
maintenance of the gold standard in 
Germany. ‘The transfer clauses were 
a happy invention. They made it 
possible for Germany to hope for a 
cessation of reparations in large part 
and for France to hope for the utmost 
that Germany could pay. They were 
also a the economic 
dogmatism of the day. The accepted 
theory that in the long run exports and 
imports must be balanced exclusively 
in goods or in gold was thus easily met. 
Later showed that too little 
weight had been given, in applying 
the theory in the Plan, to the fact, 
always of current importance in foreign 
exchange, that exports of securities 
or rights and claims to property could 
be used to balance foreign trade and 
could be continued indefinitely as long 


concession to 


events 
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as outside investment markets could 
and would purchase such securities jp 
accelerating amounts. To the extent 
that, subsequently, such securities 
should be repudiated, or readjusted by 
corporate reorganizations, or turned 
into ownerships of depreciated land 
and property through foreclosure proc- 
esses and taxation, or suffer from depre- 
ciation of the monetary standard, or 
be refunded, the balancing would be 
permanent, without a movement of 
gold or of goods. 

Even Germany must have been as- 
tonished at her ability to borrow ample 
funds, chiefly because of the _indis- 
criminate marketing and buying of 
foreign issues of all kinds in the United 
States. And France, collecting, al- 
though indirectly, and retaining, in 
large part, the proceeds of the securities 
sold in America for a number of pros- 
perous years, was able to stabilize 
her currency, build up extraordinary 
gold reserves, finance desirable “al- 
liances,”” and, finally, assume an at- 
titude of dominance in European 
military and financial affairs. 

Under the pressure of the exaggerated 
desire to be free from the annoyance 
of foreign supervision and the difficulty 
in making the payments for the top- 
level year 1928-1929, Germany pro- 
ceeded to negotiate for another final 
settlement, which eventuated in what is 
known as the Young Plan, announced 
on June 8, 1929, about four months 
before the great stock-market break 
in the United States. It may be that 
France, as well as Germany, was im- 
bued, during these negotiations, with the 
same delusions regarding the perma- 
nence of the “‘New Era” as prevailed 
during the same year in the United 
States! 

The contingent payments to be col- 
lected under allied supervisory machin- 
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for an uncertain number of years, 
; provided by the Dawes Plan, were 
inverted, by the Young Plan, into 
mewhat smaller but definite amounts 

be paid in stated years, and not 
subject to reduction or allied supervi- 
sion. Although portions of each of 

e new annuities were unsecured and 
ostponable, none were cancelable. 
The Young Plan was acceptable to 
Germany as a means of attaining free- 
dom from internal foreign supervision, 
and to France as a means for the more 
rapid strengthening of her finances by a 
guick realization of cash from the 
capitalization and sale, in the form of 
bonds, of the “nonpostponable”’ por- 
ions of the annuities. The first and 

nly sale of such bonds was that of 
the German Government 514’s of 1965. 

The Young Plan, in brief, provided 
for a series of annuities beginning with 
nearly one and three-quarters billion 
gold marks for the year 1930-1931, 
rising to a peak of two and one-half 
billions in 1965-1966, and diminishing 
thereafter to a final payment of less 
than one billion in 1987-1988. The 
average annuity to be paid during the 
first 37 years, including the charge for 
interest and sinking fund on the Dawes 
Plan external bonds, was slightly over 
two billion marks. On the face of 
these figures, it is clear that the annuity 
payments of the Young Plan were no 
more favorable to Germany than were 
the terms of the Dawes Plan, with an 
adjustment for price changes, should 
there eventuate a decline of merely 
20% in commodity prices. 

In view of the recent world-wide 
slump in commodity prices, greatly 
it appears that the 
receivership of Germany was un- 
fortunately terminated by the issuance 

f a quantity of “‘fixed-charge securi- 
ties” entailing a heavier annual burden 


than that payable with the con- 
tingent or “‘common-stock securities” 
outstanding under the Dawes Plan. 
Following the parallel of corporate 
reorganization experience, a further 
adjustment of the obligations, a reduc- 
tion of the “fixed charges,” and the 
issuance of some contingent or “‘in- 
come”’ rights are now needed. How- 
ever, there must be a drastic scaling 
down of the total of fixed charges and 
income rights in any new plan. Ger- 
many never has paid and, at present 
price levels, never can pay the present 
fixed charges except by refunding 
through the sale of long-term securities 
or by borrowing on short-term current 
account in the American or other 
investment markets. A continuation 
of such refundings or borrowings on a 
large scale is no longer feasible. 

The annuities paid under the Dawes 
and Young Plans were met wholly by the 
indirect method of borrowing abroad. 
In fact, it is believed that Germany 
borrowed, on government and private 
account combined, about two dollars for 
every dollar paid on reparation account 
under these Plans. When the invest- 
ment demand of the American market 
for long-term foreign issues subsided, 
American bankers maintained the vol- 
ume for a time by taking short-term 
foreign credits. The unwillingness of 
the American investment market and 
of American banks to make additional 
advances has precipitated the whole 
question, and at least one more, if not 
two, final agreements may be necessary 
before the problem of reparation is 
solved. The moratorium year should 
be a year of negotiation, and the solu- 
tion, although clothed in economic 
terms again, will doubtless be a 
political one. 

The political problem, however, has 
broadened. It will be necessary this 
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time to provide some inducement for 
popular approval by American voters. 
To sacrifice our portion of the annuities, 
although we do not effect the collection 
thereof directly, and to assume a larger 
or longer burden of Federal taxation, 
may require some concessions by Eu- 
rope as to armaments. Such conces- 
sions, even if more apparent than real, 
would in all probability assure the 
enthusiastic support of the American 
public for any reasonable new plan. 
The political problem to be faced now 
is, also, much deeper than in the settle- 
ments heretofore made. We are faced 
with the need to estimate the nearness 
of the “flash point” in Germany’s 
political and social organization. The 
maintenance of law and order and of 
the capitalistic basis of the German 
state is of greater importance to 
France, England, and the United States 
than ‘“‘full’’ reparation. Whether or 
no Germany has overemphasized, and 
France has underemphasized, the im- 
minent danger of Hitlerism or of some 
form of communism, may be a moot 
question. ‘Time alone will determine. 
Sufhce it to say that Germany, on 
general balance, has not met the repara- 
tion payments from taxation, and that 
France probably has been and is equally 
unwilling or unable to assume the 
tax burden of writing off the war costs. 
The basic problem is to determine 
and allocate, respectively, the tax 
burdens which Germany and France 
can assume without serious social or 
political disorder. The taxation con- 
tributions of England and the United 
States to the new settlement will be 
much easier to arrange. The large 
number of sizable fortunes and incomes 
in the latter two countries does not 
make taxation quite so unpopular. 
The greater relative burden of income 
and estate taxes in Europe should make 


er 

































American participation in downward 
revision of the annuities much easier to 
obtain. 

The participation of the United 
States directly, indirectly, or impliedly, 
in any future settlement will be colored 
by a change of feeling which has been 
developing in the United States regard- 
ing the prominent European nations. 
The lapse of time has improved per- 
spective. The better-balanced view of 
Europe’s needs may have been due, in 
part, to the Pershing memoirs. ‘There 
is a growing suspicion that the fear of 
aggression by Germany has been some- 
what misplaced. There is some doubt 
as to the desirability of continuing a 
policy which has built up, and which 
will continue to build up, a financial 
and military power, in the control of 
France, moving in a direction and 
developing an atmosphere of over- 
confidence closely similar to that exist- 
ing in Germany prior to the World 
War. The determination not to see 
France crushed and ruined by Germany 
during that War may now have turned 
into a desire not to see Germany or 
England destroyed by France. Such 
a change of feeling is a natural reaction 
against an undesirable aggrandizement 
of power by any nation. It is not 
without precedent. 

For 200 years, more or less, prior 
to the World War, European thought 
and political policy favored a “balance 
of power.” The belief that a balance 
of power among the nations contributed 
to peace and freedom accounts for 
its existence and survival. It accounts 
for the defeat of Napoleon in his 
campaign to dominate Europe, and 
for the more recent defeat of Germany 
in her attempt to obtain a similar 
position. The unwillingness of Eng- 
land to see France dismembered by 
Prussia after the close of the Napoleonic 
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Wars is paralleled by the existence 
today of a strong desire on our part 
that Germany and England be sus- 
tained as independent nations. 
hough we may not be aware 
the fact now, it is probably true 
at the people of the United States 
‘e launched upon a century policy 
f contributing to a balance of power 
Europe. Although we may hold 
loof from alliances and from a league 
f nations, we shall not be blind to the 
levelopment of events in Europe. We 
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‘ec 


are “‘in” Europe, and shall continue 
to be as long as we hold foreign invest- 
ments and are interested in developing 
our exports and imports. For a long 
time, probably, we shall not favor any 
country seeking the military domina- 
tion of Europe or of the world. 

Our sympathies have not been and 
are not particular. We are no more in- 
terested in the Prussianizing of France 
than we are in the Napoleonizing of 
Germany. 














RAILROAD UNIFICATION IN NEW ENGLAND 
IN RELATION TO THE FOUR-PARTY PLAN! 


By WINTHROP M. DANIELS 


to disclose “the future and the 

viewless things” concerning the 
future of railroads of the United States 
has not been bestowed upon the writer, 
a study in the narrower field of the 
immediate prospect of the railroad 
future as affected by combinations of 
one kind or another, and particularly 
in the way in which these combina- 
tions may affect the set-up of railroads 
in New England, is particularly timely. 


td though the prophetic mantle 


The Transportation Act of 1920 


The Transportation Act of 1920, 
which provided or sought to provide for 
the consolidation of railroads, has been 
in operation for ten years or more, and 
we are still far away from consolidation. 
That Act, so far as it contemplated 
railroad consolidation, was a mixture 
of enlightened policy and bungling 
provisions to effectuate the end or 
result which it had in view. It recog- 
nized the advantages of a limited num- 
ber of railroad systems. It recognized 
the absurdity of maintaining something 
like 1,000 operating properties, each 
with its own executive staff, some 
operating a mileage of three, four, or 
five miles. Its sponsors exaggerated 
grotesquely the economies to be derived 
from consolidation. The four consoli- 
dated British systems have shown that 
the economies are exceedingly meager, 
and the same thing is likely to prove the 
case here. While in absolute amount 


‘Address delivered at the first annual Special 
Program for Alumni, held at the Harvard Graduate 
School of Business Administration, July 24 and 25, 
1931. 
























they are substantial, they are not likely 
to lead, as was anticipated, to any great 
reduction of the rates and charges 
imposed on the railroads’ patrons. 

This Act of 1920 prudently sought in 
the consolidation of railroads to avoid 
disturbances of the established channels 
of traffic. It sought to assure inter- 
competition between those systems. 
It provided also that with reference to 
system size and rate of return, the 
consolidated systems should be so con- 
structed as to afford on competitive 
traffic identical rates and virtually the 
same percentage of return. It imposed 
on the consolidations which it con- 
templated the burden of support of the 
crippled roads which happened to con- 
nect with the larger and more solvent 
lines, and it imposed upon the Com- 
mission the impossible task of drawing 
up a picture in advance, as to what 
particular consolidations should be 
effected. 

Its crowning error, it seems to me, was 
its erecting a number of hurdles to the 
realization of consolidation which 
the Act contemplated. Consolidation 
proper implies that the new consolidated 
system shall be the sole owner, the sole 
manager, the sole operator of the 
system in question. Whether that is 
brought about by an enlargement of one 
of the existing corporations or by the 
creation of a new corporation, is a 
matter of comparative indifference. 
The essential point is that consolidation 
proper involves the disappearance of 
the preexisting corporations and their 
merger and the transfer of their prop- 
erty, title thereto vesting in the com- 


ND 











oany which stands out as the product of 
he proposed consolidation. 


The Plan of Consolidation 
This Act, wise in its policy, was 
singularly unhappy in the measures it 
proposed to realize this particular ideal. 
|: required, in the first place, that those 


proposing consolidation should conform 


‘o the program or plan which the Com- 
mission had been ordered to draft. It 
required, in the second place, that the 
securities of the new consolidated com- 
pany at par should not exceed the value 
f the various individual properties that 
ere thereafter to be merged into 
he consolidated system, and that the 
values of these properties should be the 
values ascertained under the valuation 
It was hardly realized how diff- 
cult and protracted the process of 
valuation would be. Furthermore, any 
f the valuations of the larger lines 
ooks down a long vista of litigation 
s the true value is to be used in any 
way to affect the income of the property 
whose valuation has been so fixed. As 
matter of fact, most systems have 
rotested the valuations fixed by the 
Commission, and the final outcome of 
ese valuations lies far in the future. 
But only under these conditions was 
onsolidation made possible. 

The crowning error of the Act was its 
provision as an alternative to the 
thorough-going consolidation which the 
\ct contemplated, a fairly easy method 

{ effecting the unification of lines with- 
taking the hurdles which the Act 
requires in order to permit consolidation 
proper. Section 5 of the Act, which 
utlines the measures to be taken to 
effect consolidation, also provides that 
carrier may acquire the control of 
nother carrier or carriers by leasing 
he lines, by purchasing control of the 
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stock, or in any other fashion not 
involving consolidation into a single 
company for ownership and operation. 
This simpler and quicker method of 
unifying railroads is the method which, 
up to date, has been practically uni- 
formly followed in the various amal- 
gamations that have been made up to 
this time. It carries the same im- 
munity to the anti-trust laws as does 
consolidation proper. The fact that 
consolidation was made difficult and 
unification by stock control was made 
comparatively easy always strikes me 
as one of the Act’s astounding fallacies. 
I sometimes think it is very much as if 
some Solon, in drawing up a code, had 
inadvertently made what is called 
companionate marriage very easy and 
simple, and the old brand of marriage 
a very difficult process. At all events, 
the process, up to the present time, has 
been practically inoperative, although 
some 50,000 miles of line have been 
affected by other railroads’ secur- 
ing unified control by lease or stock 
ownership. 

Originally, Professor Ripley, of Har- 
vard, was employed by the Commission 
to make a study of a _ reasonable 
system of consolidations, and this plan 
was embodied in what is termed the 
tentative report. For something like 
two years, over all parts of the country 
hearings were heard with reference to 
the proposed plan, and anybody who 
had any objections was heard. The 
hearings closed in December, 1923, 
three years after the passage of the 
original act. For several years the 
Commission stalled in discharging its 
duty of presenting a final plan for 
railroad consolidation. In its annual 
reports, it urged that it be exempted 
from the task of drawing up a final 
plan, and when Congress showed no 
disposition to remove the task unwisely 
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imposed, the Commission put out its 
final plan of consolidation, a plan which 
contains such elements as made only too 
evident the insuperable difficulty which 
the planinvolved. It reminds meofthe 
father who, upon approaching his young- 
ster who was busy drawing a cartoon, 
inquired what the picture was supposed 
to be. “Oh, that is God,” replied the 
youngster. And when he was told that 
nobody knew what God looked like, 
he replied—“They will after I have 
finished my picture.” 

This was the impossible task which 
the Commission so long dodged, and 
when it put out a plan, some of its 
details were seemingly intended to 
create mirth rather than a real basis for 
actual consolidation. It is true that 
the law permits the Commission to 
remodel its plan, and this saving clause 
makes possible some alterations in the 
plan that now stands out as the final 
plan for railroad consolidation. But if 
Congress, when it enacted the Act, had 
made the question of railroad consolida- 
tion one to be entered into voluntarily 
by the carriers, and then approved or 
disapproved by the Commission, we 
should be much further advanced in the 
realization of the objective at which this 
particular section of the Act aims. 


The Four-system Plan 


Early in this year the announcement 
came from the White House that the 
four leading trunk-line systems had 
finally agreed as to the desirability of 
apportioning lines in official classifica- 
tion of territory west of the Hudson 
River; and the tone of its announce- 
ment was somewhat optimistic, sug- 
gesting the possibility of a speedy 
realization of this four-system plan, 
and even going so far as to suggest an 
eventual reduction of rates when the 
consolidations were once realized. The 




















New York Central, the Pennsylvania, 
the Baltimore & Ohio, and the Nicke! 
Plate-Chesapeake & Ohio had ap- 
parently agreed in principle as to the 
distribution of the major lines jp 
official classification of territory outside 
New England, and while that plan 
has not definitely been laid before the 
Commission, and while some of its 
details are apparently still subject to 
arbitration, in a general way the public 
has been apprised as to what these new 
systems are each to comprise. 

I shall not tax your patience by 
attempting to recite the way in which 
the agreement between the four main 
trunk lines parceled out the other 
railroad properties east of the Hudson 
and north of the Ohio and Potomac 
Rivers in official classification territory. 
But it may be asserted that, in the 
first place, in all human probability it is 
not a literal consolidation at all, and is 
nothing more or less than a project for 
unified control through either leases, 
stock ownership, or the granting of 
trackage rights over other system lines. 
It is only remotely possible that the 
plan should be a consolidation in the 
literal sense of the term as explained 
above. 

In the second place, this agreement 
between the four trunk lines cuts 
squarely across the plan which has been 
promulgated as the Commission’s final 
plan for the consolidation of railroads. 
The Commission has power to alter its 
plan, and it is conceivable that it might 
junk its own five-system plan and adopt 
something like the proposal of the four 
trunk lines; but to do so, it would have 
to swallow its pride. It would have 
practically to admit that the five-sys- 
tem plan had been a mistake. Conse- 
quently, if I were to make a forecast— 
though I know of no other industry 
that has suffered such a deflation dur- 
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» the present depression as the fore- 
casting industry—the only forecast I 
should have to make would be one of 


was finally presented to the Com- 
mission for its consideration and 


Aiidi 


approval. 

Furthermore, it would seem to be the 
case that the four large trunk lines had 
agreed that, provided it went through 
without change, they would all abide 
by the uniform agreement. But, if the 
Commission should exercise its power 
of changing it, any of the four trunk 
lines might kick over the traces and 
refuse longer to be bound by an agree- 
ment whose terms had been altered by 
the governmental tribunal whose sanc- 
tion had been sought. 

The four-system plan allows the 
Pennsylvania control over the Norfolk 
& Western. The Commission’s plan 
contemplates the severance of the Penn- 
sylvania and Norfolk & Western. ‘The 
Pennsylvania will never consent to let- 
ting the Norfolk & Western go until it 
has fought the matter to the last ditch 
in the court of last resort. Similarly, 
the Baltimore & Ohio has been required 
by the Commission practically to divest 
itself of its holdings in the Western & 
Maryland, as an alleged infringement 
of some of the provisions of the Anti- 
Trust Act. Yet the four-system plan 
assigns this property to the Baltimore 
& Ohio. My misgiving is that when 
this agreement reaches the Commission, 
at least some modification will be at- 
tempted, and I shall miss my guess if 
the assent of the Commission is at- 
tained. Any action is not likely to be 
immediate, and the amount of evidence 
which will have to be taken properly to 
dispose of the case in question will be 
large. Final action will, therefore, be 
deferred by reason of the magnitude of 
the case. 
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When the Commission put out its 
final picture of railroad consolidation, 
it treated New England in this fashion. 
It made no change in the New York 
Central’s control over the Boston & 
Albany. It permitted the Canadian 
National and Canadian Pacific to retain 
those strings to their system lines that 
spread through New England to the 
south and east. The Commission’s 
picture of consolidation for New Eng- 
land contemplated a two-party system, 
the Boston & Maine being made the 
nucleus of a northern system, and the 
New Haven of the southern. To each 
of these proposed systems certain 
streamers were attached. The New 
Haven system was to have the two 
trunk lines which reached from Camp- 
bell Hall to the coal regions of Pennsyl- 
vania; the Boston & Maine was to 
annex the Delaware & Hudson and 
that branch of the Rutland that runs 
over to Ogdensburg. But the Com- 
mission’s picture left untouched the 
controls already in existence in New 
England and employed two systems, 
one a Northern and one a Southern, 
giving them certain streamers to their 
New England lines in order to permit 
interchange of traffic with lines west 
of the Hudson. 

When the four large trunk lines built 
up their agreement they regarded New 
England as practically outside it alto- 
gether. They did not touch the pres- 
ent or the future of the hook-up of New 
England lines, and yet the fact that 
this four-party plan is shortly to be 
presented before the Commission, and 
that it will inevitably have a serious 
bearing upon the railroad situation in 
New England, has excited considerable 
interest in that section and has resulted 
rather unfortunately in several sharply 
divergent points of view as to what 
should be the attitude of the region. 
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When we come to analyze the differ- 
ences of opinion that have been ex- 
pressed in New England with reference 
to what attitude New England should 
take to the proposed four-party plan, 
we have in the first place a group that 
may not unfairly be termed the an- 
nexationist group, centering largely in 
Rhode Island, and particularly in the 
city of Providence. That group takes 
the position that no effort should be 
made to attain a distinctive regional 
system of New England railroads; that 
the New England railroads are destined 
to become mere terminal annexes of the 
great trunk lines to the west, and that 
assistance in this plan of parceling out 
New England lines to the trunk lines 
is the appropriate policy so far as New 
England is concerned. It proposes, 
therefore, not to object but to acquiesce 
in the acquisition of complete control 
by the Pennsylvania over the New 
Haven, and it also proposes that the 
Nickel Plate-Chesapeake & Ohio be 
given control over the Boston & Maine. 
I confess that this last control seems a 
very remarkable and unusual proposi- 
tion. How the Chesapeake & Ohio 
could climb up over a shoestring line of 
the Delaware & Ohio and effect a back- 
door entrance into New England and 
thence radiate into all New England, 
and how such a hook-up of mileage 
would be consistent with economic 
operation, appears to me as one of the 
rather absurd propositions forced on 
our Providence friends by the stand 
they have taken. 

To some it seems that Providence is 
suffering from an illusion of grandeur 
as to the future of the port of Provi- 
dence; and the imagined future impor- 
tance of Providence as a port has led 
that city to minimize the importance of 
New England as a whole. There we 
have the idea of the annexationists that 
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New England is to be the back yard of 
the great trunk lines. It is curioys 
that the Rhode Island people have re. 
cently received what appears to be the 
support of the mutual savings banks of 
Massachusetts. If one may trust the 
reports in the papers, the mutual say- 
ings banks have reported to the public 
that they regard the annexationist plan 
as the proper scheme for New England. 
They are motivated by their apprehen- 
sion that if the Pennsylvania were 
required to divest itself of ownership in 
whole or part of New England railroad 
securities, those securities would be 
thrown upon the market and effect a 
very substantial recession in the value 
of securities held by the savings banks 
of New England. ‘The Providence plan 
leaves untouched the control of the 
Boston & Albany and that of the Cana- 
dian trunk lines of their mileagein New J 
England. This then is the first of the con' 
attitudes taken by New England groups. 
Accordingly this party urges that when 
New England makes its appearance 
before the Commission when the trunk- 
line plan comes up for consideration, it 
should take the position that after all 
the New England railways are to be 
parceled out in the fashion that I have 
mentioned, and make no objection to 
the holdings of the Pennsylvania road 
in the New Haven, but be favorable to 
extension of such control over the New 
Haven as the Pennsylvania interests 
may see fit. 

The opposite party, because we can 
divide New England opinion into two 
opposing camps, is what might be called 
the self-determinist group. That body 
argues that there should be retained 
substantially a regional New England 
system, not an annex under the control 
of western trunk lines; and this body of 
self-determinists has on the whole ap- 
proved of the proposed combination of 
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the New Haven railroad and the Boston 
« Maine. The reasons why these 

ald be merged need not be detailed 
They are complementary rather 
than competitive. Certain economies 

ld be effected. Public opinion like- 

se would probably be more effectively 
felt if the control of a large regional 
system remained in the territory which 
it served. 

There are various reasons for saying 
that such a combination would be no 
menace to the shippers of New England, 
d would afford better transportation 

at present, and that the plan on 
whole is a sound one. With con- 

| resting in the territory served, 
mpter response to the requirements 

f the district is more likely than if this 
gion were dependent on the goodwill 
foreign and absentee landlords. It 

a more favorable policy, this local 

ol, than transferring it to a distant 
center of Cleveland, or Baltimore, or 
New York. Here again there is a 
dissenting party. The New England 
Trafic League, in its reaction upon the 
report of five of the states to the New 
England governors, declines to approve 
the combination of the New Haven 
with the Boston & Maine. The League 
is not willing to give its consent until 

gets certain assurances as to the 
policies of the combined companies. 
(hey mention particularly the Boston 
& Maine routes affording water trans- 
ort to New England ports, feeling that 
i the Boston & Maine were combined 
with the New Haven, the combination 
would seek to divert traffic now moving 
by rail and water to all rail routes over 
the combined system. 

[ cannot feel that this apprehen- 
ion has a very sound basis. The 
New Haven is operating its sound 
teamer lines now. There are inde- 
pendent lines operating between New 


here. 
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England and New York and other 
ports, and the apprehensions of the 
New England Traffic League seem to 
me rather groundless. The real cleft 
in the camp of the self-determinists, 
those who favor a large regional system, 
comes when the question arises as to 
what attitude should be taken with 
reference to the control of Pennsylvania 
interests over New England carriers. 
The ownership of the Pennsylvania is 
now 20% or 22% of the voting stock 
of the New Haven railroad, and the 
New Haven in turn, by its ownership of 
a very substantial block in the Boston 
holding company, together with Penn- 
road ownership in the Boston & Maine, 
seems to be in the position to control 
the destinies of the Boston & Maine. 
The railroad committee, appointed by 
New England governors, Rhode Island 
dissenting, in its report to the gover- 
nors, says that it assents to the fusion 
of these two New England lines with the 
retention of the control locally; but 
only on consideration that the Pennsyl- 
vania holdings in the New Haven and 
Boston & Maine be done away with 
altogether or be reduced to something 
like 10% of the voting stock of the 
two systems. Ten per cent is named 
because it is so small as to preclude 
effective control. In the report the 
majority of the railroad committee, 
after saying farewell to their Rhode 
Island brethren, recommended that 
this effort to divest the Pennsylvania of 
its holdings first be attempted by 
friendly negotiations. Anticipating 
perhaps that the response might not be 
the desired one, they suggested that when 
the four-system proposal comes before 
the Interstate Commerce Commission, 
New England intervene and require 
divestment of the Pennsylvania control 
over New England carriers. Fearing 
that even the Commission might find 
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this a difficult position, particularly 
since no similar attempt is made to 
touch the stranglehold upon the Boston 
& Albany, they eventually contem- 
plate legal proceedings, using the Sher- 
man Act or the Clayton Act to bring 
about by legal decision what is impos- 
sible to attain by negotiation or by 
convincing the Interstate Commerce 
Commission to impose this as a require- 
ment of the four-party plan. 
Personally I am in hearty agreement 
with two of the five members of the 
Massachusetts Committee, Mr. Jones 
and Mr. Richards, who go along with 
the majority to the extent of approving 
the consolidation of the New Haven 
and the Boston & Maine, but who do 
not approve the means proposed of 
compelling the Pennsylvania to give up 
its holdings in New England lines. 
They say that control at present is not 
prejudicial and far from complete; that 
there is no evidence that transportation 
has in any wise been prejudiced by the 
alleged control at the present time; 
and that the attempt tocoerce the Penn- 
sylvania to give up its holdings in whole 
or in part would be an unfortunate 
situation for all concerned. It might 
endanger the securities of both lines 
affected. They say that when such 
control becomes a real menace, and not 
an imaginary one, in case the Pennsyl- 
vania holdings shall have been further 
augmented, and when this results in 

























prejudice to shippers of New England, 
it will then be time to take measures to 
see what should be done about foreign 
control of New England lines. I think 
that we in New England are unduly 
disturbed over the menace of Pennsyl- 
vania control of the New England 
carriers. 

Our solicitude reminds me of the 
story of the Scotch dominie who was 
awakened late at night by a slightly 
inebriated parishioner. The fellow de. 
manded that the dominie come down- 
stairs and explain to him certain 
differences between fundamentalism 
and modernism. When the dominie 
told the chap to go along home and 
sober up and that he would be glad to 
explain such theological points in the 
morning, he replied, “But dominie, 
when I’m shober I don’t give a damn!” 

Whatever may be the action of the 
Interstate Commerce Commission on 
the proposal of a four-party system, 
New England will not be very seriously 
menaced in the immediate future, as 
things look at the present time. The 
industrial tonnage of New England, 
the enterprise of its railway manage- 
ments, and its shore-line water service 
afford ready access to the markets, and 
will, I think, in the long run assure us of 
a transportation system efficient, eco- 
nomical, and adequate to the regional 
needs of New England. 
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unduly HE management of ourcities is one 
ennsyl- of the biggest problems before the 
ngland American people today. It is de- 


signed to give service to citizens, but 
really throws away millions of dollars 
daily through graft and inefficiency, 
thus depriving the residents of munici- 
palities of their rightful heritage of good 


of the 
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OW de- 


down- living conditions. When we shall have 
-ertain solved this problem of urban self- 
talism government, there will be solved at the 


same time and by the same act most of 
the political problems that now plague 
our Nation. Organized disrespect for 
law, including bootlegging, hijacking, 
racketeering, burglary, robbery, kid- 
naping, corruption of judges and 
executives—every one of these crimes, 
perpetrated by organized gangs with 
the connivance and protection of un- 
scrupulous politicians, is fostered by 
the rottenness of politically dominated 
local governments. 

There has been great improvement in 
the government of many of the small 
cities of this country in recent years, but 
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and our large cities have not improved and, 
us of on the contrary, are in many respects 


today worse than they were in the 
palmy days of Boss Tweed, because of 
the larger sums in city budgets in 
these days. Waste from inefficiency is 
enormous, and when to waste is added 
graft by unscrupulous officials, the total 
becomes staggering. With these huge 
sums available and so many opportuni- 
ties for graft, it is not surprising that 
municipal government has been the 
most fertile field in which greedy 
politicians have cultivated their peren- 
nial crops of waste and corruption. 
Not only are rapidly increasing appro- 
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BUSINESS PROBLEMS OF CITY MANAGEMENT 
By C. 0. SHERRILL 


priations available for waste, but there 
is a large additional treasure constantly 
on tap in the shape of sums paid by 
criminals for protection of the operation 
of rackets, speakeasies and dives of 
various kinds. 

In this connection, it should be borne 
in mind that most of our industrial 
corporations which have attained great 
size have done so under the guidance of 
efficient managements inspired with a 
desire to build. On the other hand, 
growth of our large cities has been 
quite independent of, and often in spite 
of, the calibre of the management they 
have received. With presumably the 
best brains of the community devoted 
assiduously to business and professional 
pursuits, with large foreign elements 
and general lack of civic consciousness, 
and with organized professional politi- 
cians reluctant to lose lucrative sources 
of income, it has been practically 
impossible in the largest cities to secure 
the united and concerted action of the 
better elements necessary to “take 
over” and administer an ill-governed 
city. In the business world, the past 
few years have witnessed a number of 
“proxy fights” arising from conditions 
of inefficient or dishonest administration 
on the part of those in office. While 
stockholders large and small have ral- 
lied in a common cause, success usually 
has been attributable to the voting 
strength of owners of large blocks of 
stock who were vitally affected by the 
conditions which obtained. In graft- 
ridden cities, however, the large tax- 
payer has no more voting power than 
the small with the result that the 
grievance must be great in order to 
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summon the numerical voting strength 
to lay hold of the reins of government. 

It requires no argument to demon- 
strate that the old form of Mayor- 
Alderman government with various 
modifications, as now operated in our 
largest cities, is a failure. In Chicago 
we find an intimate hook-up of the 
police and court with racketeers and 
gangsters. We have a picture of a 
mayor found guilty of retaining dozens 
of highly paid lawyers on the city 
pay rolls, without any compensating 
service to the city; and the recent 
disgusting display in the primary cam- 
paign. In New York we have a picture 
of the highest officials of the city con- 
victed of sewer frauds amounting to 
many millions of dollars; of officials 
engaged in bringing carloads of liquor 
into the city on its own scows; of 
judges violating their trust by purchase 
of their offices; of police persecution of 
decent citizens and protection of the 
underworld. Even Philadelphia has 
not always kept its skirts clean. 

How, then, can we save our large 
cities from the depths of political 
corruption in which they now wallow, 
with decent citizens powerless to help 
themselves, due to restrictions in forms 
of government and forms of elections 
imposed on them by the various state 
legislatures ? 

It is evident that we must look to 
some new system and some new author- 
ity in the hands of good citizens, to 
break up these conditions in our cities. 
Fortunately, there are a few outstand- 
ing examples of large cities efficiently 
and honestly operated, which dem- 
onstrate that large cities can be run 
decently if given opportunity. Let us 
examine the foundations upon which 
they are building, and try to discover 
the essentials to clean, efficient city 
government. 


Requirements of Good City Government 


One of the prime causes of increas. 
ingly bad government in our large 
cities is that the best type of citizens 
are steadily moving out to the suburbs 
to secure the benefits of life in the open 
spaces, at the same time being within 
easy reach of office and factory through 
rapid transit and motor car. This 
trend leaves the heart of each metro- 
politan area filled with undesirables, 
who then dominate the city govern- 
ment for their evil purposes. In many 
cases, state constitutions unreasonably 
obstruct annexation of adjacent sub- 
urban areas to the nucleus city; in 
this manner they effectively block the 
efforts of the better elements of the 
community to create unified govern- 
ment over a metropolitan area having 
identical interests and problems. In 
the Chicago metropolitan area there are 
so many overlapping governments and 
taxing districts that there is no possi- 
bility of fixing responsibility on any 
legislative, executive or judicial bodies. 
It is highly important that metropolitan 
areas of identical interests be allowed 
to consolidate and form unified govern- 
ments, taking in all of the contiguous 
territory, to be operated in a single 
unified system, without overlapping or 
duplication of taxing and administra- 
tive authorities. 

Such a movement is somewhat anal- 
agous to a number of recent mergers 
in the field of industry whereby duplica- 
tion of sales and administrative expense 
has been eliminated by consolidation. 

Another serious hindrance to good 
government in metropolitan areas 1s 
that state legislatures have heretofore 
been very reluctant to grant to cities 
the full measure of home rule essential 
for the solution of their peculiar prob- 
lem. One of the leading students of 
municipal government in this country 
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ently made the remark that, with 
aj] the serious difficulties in which 
Chicago finds itself, it could be placed 
na sound governmental basis within 
two years, if the State of Illinois 
would consent to grant to metropolitan 
Chicago full home rule, with proper 
restrictions as to bonded indebtedness 
and total tax rate. In some of the 
states, almost complete home rule has 
been granted to cities; for instance, in 
the State of Ohio, cities are authorized 
to adopt home rule on the vote of the 
-ople concerned, except as to limit 

bonded indebtedness and certain 
supervisory functions in the matter of 
accounting procedure, also certain state- 
wide police regulations. Ohio cities 
are even allowed, by vote of their 
citizens, to set their own limit of 
taxation for current operations. The 
result of this constitutional provision 
for home rule has been a steady and 

table improvement in municipal gov- 


pe 


cities are seriously handicapped as to 
annexation of adjacent areas. 
Another vitally important right that 
uld be granted to municipalities is 
that they be allowed to hold municipal 
elections on an entirely nonpartisan 
basis, candidates for the municipal 
incil being nominated by petition 
and chosen by the method of propor- 
tional representation. Nonpartisan 
election is of the utmost importance in 
helping to break up the control over 
municipal government by organized 
political groups constantly interfering 
with the personnel and administration 
{ the municipality in order to pay for 
tes and vote-getting service to the 
political organization. The method of 
lection by proportional representation 
s a most valuable aid in securing this 
nonpartisan government in municipal- 
It assures in every case an 


active minority in the City Council, so 
essential to good government. 

It is common practice in the case of 
large corporations for various groups 
which have substantial interests therein 
to have representation on the Board of 
Directors in order that their inter- 
ests may be properly observed and 
safeguarded. 

On account of the similarity of inter- 
ests in municipalities, it has been quite 
common, under the two-party form of 
election, for the majority party to elect 
the entire membership of the Council. 
Thus the active minority in legisla- 
tive bodies, desired by the creators of 
the Constitution of the United States, 
is not secured at all in practice in the 
two-party elections in cities. Anactive 
minority is secured under the two-party 
system in the National Congress and in 
state legislatures because the area 
covered in each case is so large and the 
interests are so diverse that it has never 
been found possible to have one hun- 
dred per cent membership of either 
party. Ina municipality, however, as 
mentioned above, this has been the 
rule, rather than the exception, but in 
the proportional representation method 
of election, it has been found impossible 
for any majority group to elect all the 
members of Council from its adherents. 
The reason for this is that the propor- 
tional representation method of election 
has been scientifically devised to assure 
every large minority group a repre- 
sentation in the elected Council. For 
instance, in the City of Cincinnati un- 
der the two-party election in existence 
up to 1925, the Council of twenty-six 
members usually had not less than 
twenty-five Republicans and not more 
than one Democrat. Under the pres- 
ent system of proportional representa- 
tion in that city, the Good Government 
group, although controlling more than 
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twice the vote of the opposition, has 
never succeeded in electing more than 
six out of the nine Councilmen, the 
remaining three being normally elected 
by the Republican organization. 

Assuming the correct territorial limits 
for the municipality, and having se- 
cured the proper measure of home rule 
and the correct form of elections, the 
next essential is that there shall be 
organized and continually in operation 
a large and representative group of 
volunteer citizens interested in good 
government, who are willing to work 
to establish a sound charter and, having 
secured such a charter, to strive un- 
ceasingly to secure the election of high- 
grade representatives to the City Coun- 
cil. Of all the cities having the City 
Manager form of government, Cincin- 
nati seems to be the only one where the 
importance of such a well-organized 
permanent volunteer league devoted to 
good government is recognized. The 
City Charter Committee of that city 
was organized to secure a sound City 
Manager Charter in 1924 and, having 
routed the professional politicians on 
this question, has continued actively up 
to this time securing a majority of the 
Council in each election. The result 
has been a Council of outstanding 
ability and integrity. This league dif- 
fers from the organized parties in that 
its members are entirely volunteer and 
do not try to dictate the conduct of the 
elected officials or executives. 


The City Manager Plan of Government 


Now, what is the best type of govern- 
ment for our large cities? Students of 
good government in the United States, 
through their organization known as 
the National Municipal League, have 
been studying the problem of city 
government for many years, and in 
1920, came to the conclusion that they 


had found the correct solution to this 
organization problem in the City Man- 
ager plan of municipal administration, 
This plan of government has been jp 
successful operation approximately six. 
teen years, and in that time has 
steadily increased in public favor, until 
at the present time there are 442 cities 
and towns in the United States oper- 
ating under this system. Among the 
large cities in such successful operation 
are Cleveland, Cincinnati, Rochester, 
Norfolk, Kansas City and Fort Worth. 
In each of these cities there is a better 
government than ever before known by 
them under the older methods. How- 
ever, there is great difference in the 
degree of efficiency and merit attained 
by the various City Manager govern- 
ments. No matter how theoretically 
perfect a city government may be, 
there is still much dependent on the 
kind of people who operate the system, 
and also on the thoroughness with 
which the job of preparing the City 
Charter has been done. The City 
Manager form of government simply 
makes possible a business-like adminis- 
tration, but cannot of itself protect the 
city from graft and corruption if the 
City Manager is controlled by pro- 
fessional politicians. In Kansas City, 
where they have the two-party election, 
the City Manager and City Council 
are boss-controlled. In Rochester, the 
capable City Manager is hampered by 
an equally divided City Council con- 
trolled by the Republican and Demo- 
cratic bosses. In Cleveland, the pol- 
itically controlled majority of Council, 
hostile to good government, was respon- 
sible for serious abuses, notwithstand- 
ing a splendid administration given by 
the City Manager. In all of these 
cases, the highest measure of success 
has not resulted on account of faulty 
provisions in the Charters of these 
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‘es, Not only from an examination 
he results of many City Manager 
rnments, but from personal experi- 

ence as City Manager of Cincinnati 
‘or four and one-half years, I am con- 
ed that a correct form of non- 
tisan City Manager government, 
with members of the Council elected by 
roportional representation from the 
at large, is the form best adapted 
‘Jarge cities, such as Philadelphia. 
In fact, the larger the city, the more 
cessary is this form of government to 
fx definite responsibility for legislation 
in the Council, for the business oper- 
ns of the city in the City Manager 
is Chief Executive, and for the cere- 
monial and political leadership of the 
City government in the Mayor. 

No one man can possibly perform all 
the political and ceremonial administra- 
tive duties supposed to be the functions 

f the mayor under the Mayor-Alder- 
man form of government. The result 
in almost all large cities, under the 
Mayor-Alderman form of government, 
is that the city departments are allowed 

) run themselves without coordination 

r unity of direction, while the mayor, 
s in the case of Mayor Walker in New 
York, devotes all of his waking hours to 
his ceremonial and political responsi- 
It is not surprising, therefore, 
that inefficiency, graft and corruption 
result from such conditions. It is 
like operating the United States Steel 
Corporation without the President and 
General Manager, each department 
ing supplied by the Board of Direc- 
rs with plenty of money to spend at 

l. You can imagine how long the 

rporation would survive under such 

f unified control. 

To illustrate how good government 
s established and has continued with 
reasing success for five years in one 

irge city under City Management, I 


ities. 


shall give a brief clinical report of the 
patient’s condition, remedies applied 
and results accomplished. 

Conditions in Cincinnati government 
had grown to be so bad during three or 
four decades preceding 1924 that a 
popular movement, under the leader- 
ship of a good-government group known 
as the City Charter Committee, finally 
succeeded in securing the adoption of 
the City Manager home-rule charter by 
an overwhelming majority. In 1925 
this same group secured the election of a 
majority of the City Council, and the 
Council in turn appointed a nonresi- 
dent engineer and executive as City 
Manager, and turned over to him full 
authority and responsibility to direct 
the city’s business, as Chief Executive 
and Administrative Officer. In so do- 
ing, they followed the practice of the 
directorates of business corporations in 
securing for an executive an individual 
whom they considered well-equipped 
for the place by reason of his native 
ability and training, regardless of 
his place of residence and previous 
connections. 

Except fora few unsuccessful attempts 
by two or three politically minded 
members of the Council, the provi- 
sions of the City Charter, which forbid 
interference by the Council or any of 
its members with personnel or other 
administrative matters, were strictly 
observed. I cannot too strongly em- 
phasize the importance of having this 
provision in every City Charter, and 
it might well be coupled with a provision 
providing for a penalty in case of 
violation by members of the Council, for 
without this the members of the Council 
will be subject to continual pressure of 
voters for jobs, contracts and other 
favors. In well-managed business con- 
cerns, the Board of Directors, which is 
the counterpart of the City Council, 
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seldom, if ever, meddles with matters 
pertaining to staff or personnel, these 
being left to the discretion of the 
administrative executives. The firmly 
fixed idea of citizens, that they are 
entitled to jobs because they voted and 
worked to put in office a certain member 
of the Council, must be broken up and 
replaced by the sound principle that 
through merit alone can jobs be secured 
and held. 


Handling City Business under the 
City Manager Plan 


One of the first problems confronting 
the City Government and successfully 
solved by the City Council of Cincinnati 
was a complete reorganization of the 
city departments to secure efficient 
direct operation of the city’s business. 

1. The first problem confronting the 
City Manager was the rehabilitation of 
the shattered morale of the personnel in 
all departments, especially the police. 

When the new City Government 
took charge January 1, 1926, the work 
of the various departments was in a 
hopelessly demoralized condition. The 
streets were unspeakably bad; the 
police force was at the lowest ebb of 
efficiency and morale, thirty or forty 
policemen having, a short time before 
that, been convicted of conspiracy to 
defeat the Volstead act, and a number 
of them sent to Atlanta Penitentiary; 
crime was rampant, including book- 
making, bootlegging, gambling, pros- 
titution—all of which were flagrantly 
and openly carried on under the protec- 
tion of political leaders. The entire 
personnel of the city were ashamed 
to be known as employees of the City 
Government, and every department was 
undermanned and underpaid. Traffic 
was running wild, with no control; 
there wasn’t a single motorcycle traffic 
officer or a single traffic light in the city. 


The Police Department has been 
reorganized, inefficient and worthless 
personnel weeded out, and a better line 
of promotion and command put into 
effect. Gambling, bookmaking, boot. 
legging, prostitution, and all other 
crimes have been rigidly suppressed, 
The police force, increased in numbers, 
properly trained, organized, and attrac. 
tively uniformed in snappy comfortable 
uniforms, is now the pride of the City, 
and instead of being a reproach is its 
best advertisement. 

2. A simple, comprehensive traffic 
ordinance, enforced by adequate motor- 
cycle and dismounted patrolmen, has 
brought order out of the previous traffic 
chaos; the public is backing up and sup- 
porting the administration; pedestrians 
are observing the traffic regulations 
splendidly; and motorists are constantly 
improving in their observance of the 
rules. 

3. Streets have been put intoexcellent 
repair, and approximately six million 
square yards of holes filled. One hun- 
dred miles of new pavements have been 
laid, and savings on them of from 20% 
to 25% have been made through open 
bidding and less restrictive specifica- 
tions. A large saving has also been 
made through careful selection of mate- 
rials suitable to the particular job. 

On one paving contract which was 
under way when the new Government 
took charge in 1926, a change to a better 
plan produced a saving of $750,000 
on a five-mile concrete road. Numer- 
ous other instances of great savings 
occurred. The city’s street-oiling con- 
tracts have been accomplished for 
approximately 40% of the unit cost for 
1925. There were 50% more square 
yards of pavements built under the 
City Manager government in four years 
than were laid under the old régime in 
ten years. 
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4. New ordinances were passed reduc- 
‘ng the rates of charges for gas and elec- 
tricity by approximately $500,000 each 
per year. 

2, The city has recognized the neces- 

y of participating in the aviation 
development, and an airport of 959 acres 

1s been purchased and developed, with- 
in fifteen minutes by motor car of the 
central business area of the city. This 

will not only provide adequate 

ea for aviation itself, but will pro- 

vide a large number of suitable sites 

‘or the manufacture of airplanes and 
uccessories. 

6. A joint five-year bond program of 
the city, county and schools has been 

irked out, and issues of each of these 
ndependent agencies are in accord with 

agreed schedule, so devised as to 
void any increase of taxes. ‘The cur- 

t expenditures are based on a com- 
plete, carefully prepared budget sub- 
mitted to the Council by the City 
\lanager as a basis for the annual 
appropriation ordinance. 

7. Underthis comprehensive plan, im- 
provements have gone ahead steadily, 

idly and economically, at a slight 
eduction in the tax levy as shown by 
these figures: levy of 1925—$9.83, and 

f 1929— $8.86. 

8. This long-time planning has been of 
great advantage in the problem for the 
handling of stabilization of employ- 
ment, which has been in successful 

eration in Cincinnati for the past 
two years, under a Permanent Com- 
mittee for the Stabilization of Employ- 

ent, appointed by the City Manager 
tthe end of 1928. Through the efforts 

f this Committee since that time, the 

ployment situation has perhaps been 
better handled in Cincinnati than in 
ny other large city in the country, and 
method of operation has _ been 
lopted by such other large cities as 


Cleveland, Rochester, Indianapolis and 
also by the State of Ohio. Many of its 
features have also been of great value to 
the National Commission for the han- 
dling of unemployment recently organ- 
ized by the President. 

g. There has never been a bond issue 
submitted for approval of the electorate 
since the new government came into 
power that has not been approved, 
whereas, for the sixteen years previous 
to that time, the voters almost invari- 
ably rejected every bond issue sub- 
mitted, due to lack of confidence in the 
integrity and efficiency of the City 
Government. 

10. When the new government took 
charge, great pressure was brought from 
all sides on the City Manager, to induce 
him to clean out the City Hall of 
partisan employees with which it had 
been filled during the several decades it 
was controlled by the Republican orga- 
nization. The City Manager refused 
to discharge anyone until such one had 
proved himself unworthy, a policy later 
recognized by everyone as sound, and, as 
a matter of fact, few discharges were 
found to be necessary because the old 
employees, almost without exception, 
responded with loyalty to a better 
leadership in the City Hall and the 
assurance that they were no longer 
subject to the arbitrary control of 
politics and political assessments to 
help pay campaign expenses. 

The inefficient and politically sub- 
servient Civil Service Commission re- 
signed shortly after the new govern- 
ment took charge and was replaced by 
the highest type of citizens, who have 
given a splendid merit system to the 
city. 

At this point let me urge that no one 
thing is of greater importance in an 
honest, efficient administration of a 
city than is the Civil Service Commis- 
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sion of high-type citizens chosen by 
nonpolitical methods and, above every- 
thing, not by the elected Council. 
Such a Commission is a tremendous aid 
to the City Manager in building up an 
efficient personnel on the basis of merit 
alone. ‘This Commission in Cincinnati 
is composed of three members, one of 
whom is appointed by the Mayor, one 
by the Board of Education and one by 
the Board of Trustees of the University 
of Cincinnati, thus assuring complete 
freedom from political domination. 
Let no one forget that control of 
appointments by political bolivars as a 
reward for votes and political service is 
the prime cause of rotten municipal 
government. 

11. Under the new government there 
has been created and developed a com- 
pletely coordinated system of trans- 
portation, which includes street cars, 
busses and taxicabs. From a con- 
dition of utter confusion on these forms 
of municipal transportation, the year 
1926 represented the turning point in 
the coordination of these activities 
that has brought order out of chaos, 
so that today the city is provided 
with excellent means of transportation 
of all kinds. 

The two outstanding features of the 
street-railway franchise are complete 
city control with a service-at-cost plan 
and constructive cooperation between 
the city and the company, which has 
resulted in the complete rehabilita- 
tion of the street railway’s dilapidated 
property. Under this arrangement, 
the street-railway company has vir- 
tually become an important city de- 
partment, the operation being entirely 
under city control, the stockholders 
receiving a guaranteed income of be- 
tween 5% and 6%. 

The control of taxicabs has been 
worked out by the placing of their oper- 


ation on the basis of convenience and 
necessity, so that the number of taxi. 
cabs on the streets can be perfectly 
controlled by the city as a protection 
not only to the public but also to the 
taxicab operators. 

12. Improvements have been made in 
the methods of street cleaning, garbage 
and trash disposal, so that the streets 
are kept in sightly and clean condj- 
tion, free from unsightly rubbish, 
A system of incinerators has been 
built, in which the city’s refuse js 
being burnt, and since July 1st of this 
year, this has included garbage as well 
as other waste. 

The City’s Workhouse which had 
been abandoned in 1918, prisoners being 
kept in the county jail, was rehabili- 
tated and fully developed into a great 
corrective institution where the prison- 
ers are given productive labor on a 
great many useful activities, including 
the repair, maintenance and servicing 
of all the city’s motor vehicles, the 
operation of a large incinerator, the 
operation of the highway and street- 
cleaning repair garage, and a central 
sign-painting and insulation shop. In 
addition to this work the prisoners are 
used extensively on highway mainte- 
nance and improvements at the Munic- 
ipal Airport. 


Conclusion 


Because of lack of space, it has been 
impossible for me to do more than 
touch on a few of the many improve- 
ments that have been made in Cincin- 
nati by this new government, but more 
important than these specific improve- 
ments has been the improved morale 
and optimism and confidence of the 
citizens of the city themselves, which 
has been reflected in a private and 
public building program such as has 
never been known before. Among the 
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notable undertakings of this nature may 
be mentioned the construction of a 
unified freight and passenger terminal 
for all the railroads entering the city, 
at a cost of seventy-five million dollars. 
This work is actively under way and 
will be finished in three years. 

What has been accomplished in Cin- 
cinnati can be equaled in New York, 
Philadelphia and Chicago, if the state 
legislatures will only perform their plain 
duty and obligation, to give to the 
cities of the state the right to choose 
their form of government for them- 
selves. The problems of cities are so 
special and so peculiar that it is 
generally coming to be recognized that 
it is necessary to have practically 
complete home rule. The astounding 
scandals of graft and corruption in 
Philadelphia, Chicago and New York 
mentioned above are a direct result of 
government controlled by all-powerful 
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political domination over elected and 
appointed city officials. The source 
and foundation of the powerful rackets 
levying their millions of tribute in the 
large cities today can exist only where 
the ward politicians control the ward 
policemen and protect the racketeer and 
gangster in their criminal operations 
from arrest or molestation. Until the 
American people have the courage and 
determination to break the bonds of 
this unscrupulous political control of 
our great cities, I can see no hope 
of salvation for our cities. So let me 
urge all good citizens to demand the 
right of their cities to rule themselves 
under this tried and approved method 
of City Manager-Small Council govern- 
ment, with elections by proportional 
representation, and backed by a large, 
representative, nonpartisan volunteer 
body of citizens working to create and 
maintain decent, honest government. 
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INVESTMENT TRUSTS’ 
By ARTHUR STONE DEWING 


O give any analysis of the origin 

or economic justification of invest- 

ment trusts would involve much 
repetition of what has frequently been 
said, but it may be worth while to 
draw attention to certain operating 
problems in connection with them and 
to suggest briefly one or two matters 
that have a very real bearing on the 
position of investment trusts in the 
immediate future. The difference be- 
tween the so-called management trusts 
and the fixed trusts, and the twilight 
zones between them, are today familiar 
to most students of finance. In the 
management trust, the board of direc- 
tors or trustees have control of the 
portfolio and can do with it as they see 
fit, provided that they do not run 
counter to the statute of frauds. In 
the fixed trust, the portfolio is pre- 
determined. 


I 


The first thing to which attention 
should be directed has to do with the 
costs of management in the so-called 
management trust. If we were going 
into the steel business, though it gener- 
ally involves a large amount of capital, 
we could pick out some department of 
the business in which we might succeed 
with a small amount of capital, the 
manufacture of very high-grade tool 
steel perhaps. If we were going into 
the cotton business, we could pick out 
some phase of it such as the making 
of a high-grade specialty goods; and in 





‘Based upon an address delivered at the first 
annual Special Program for Alumni, held at the 
Harvard Graduate School of Business Administration, 
July 24 and 25, 1931. 


most businesses we may select some 
department that can be run with little 
capital and so can gauge the capital 
to the size of the business. 

What is the situation with the invest- 
ment trust business? Suppose we have 
a management trust of $100,000, 
That $100,000 is forthwith invested in a 
mixture of common and preferred 
stocks, or possibly in common stocks 
alone. At the utmost, the trust will 
get 6% gross return from dividends. 
Thus $6,000 will be its gross receipts 
from which to pay counsel fees, transfer 
agency expenses, rent for some kind of an 
office, and statistical service. As a 
result, there is something like $4,000 
left over. Out of this amount, some- 
thing has to be paid to the stockholders 
and something to the management; and 
it is obvious, after all is said and done, 
that neither management nor stock- 
holder will get very much. Clearly, 
then, we have in a $100,000 manage- 
ment trust a fund utterly inadequate to 
carry the necessary charges. In a 
fixed trust this might not be so true. 
So, as a first observation, I would 
contend that there is a minimum below 
which a management trust cannot be 
successful and that $100,000 is below 
that minimum. Suppose we have a 
management trust with an investment 
of $500,000. The income there would 
be about $30,000; the running expenses 
would absorb about $3,000 and manage- 
ment and operation $2,000; and the 
management would be tempted proba- 
bly to seek speculative profits through 
the buying and selling of stocks. The 
smaller the fund ‘at its disposal, the 
greater will be that temptation because 


26 HARVARD BUSINESS REVIEW 








of the 
net in 
the 0' 
trust, 
The 1 
and 
$45,0 
inves 
ness 
for 11 
$2,00 
differ 
mané 
to be 
trust 
has ¢ 


inves 
to fe 
the | 
esta 
the 
com) 
ity. 
diffi 
the 
spec 
as S| 
the 
qua 
as I 
mar 
yea: 
$5,¢ 
atte 
In t 
nun 
can 
cha 
con 
son 
ine 


ma 






Ome 
little 
Dital 


eSt- 
lave 
200, 
ina 
Ted 
cks 
will 
ds. 
Dts 
fer 
an 








f the necessity of producing a greater 
net income to satisfy its investors. On 
the other hand, if we have a $5,000,000 
trust, the income will be $300,000. 
The running expenses will take $5,000, 
and the management may receive 
$45,000, still leaving $250,000 for the 
‘nvestors. Investment, like every busi- 
ness in the world, gets what it pays 
for in the matter of management. A 
$2,000 management of a trust is a very 
diferent proposition from a $45,000 
management. Consequently, if there is 
to be a management trust, the larger 
trust is more likely to succeed because it 
has a larger revenue from which to pay 
the necessary management fees. 

Such discussion implies that the small 
investment trust is inevitably doomed 
to failure because the gross income— 
the legitimate gross income from inter- 
est and dividends—is inadequate to pay 
the running costs of the trust plus 
compensation for fair managerial abil- 
ity. If, in order to overcome this 
dificulty and expand the gross receipts, 
the management attempts to obtain 
speculative profits, failure must follow 
as surely as the day the night, because 
the management is sure to be inade- 
quate to the task. A man whose skill 
as manager of an estate cannot com- 
mand for him more than $2,000 a 
year cannot administer successfully a 
$5,000,000 estate; if he makes the 
attempt, the result is unfortunate. 
in the period from 1927 to 1929 a great 
number of small investment trusts 
came into existence. Some have been 
changed to fixed trusts and some have 
onsolidated; for the others, unless 

me such solution is found, failure is 
in¢ vitable. 


II 


A second problem to consider is why 
management trusts should boom during 
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the up-swing of the cycle and fixed 
trusts become preeminent on the down- 
swing and at the bottom of the cycle. 
The answer is obvious. As the cycle 
goes up, the appraisal of the already 
existing portfolios of management trusts 
goes up quite out of proportion to that 
of the fixed-trust portfolios. Suppose a 
trust was formed in 1927, as a great 
many were, and the portfolio was 
manipulated on the rising tide of a bull 
market. Suppose the trust instrument 
and corporate charter permitted the 
borrowing of funds by the trustees 
for speculative purposes. ‘The profits 
shown on the rising crest of the bull 
market couldbeenormous. Asa result, 
the stockholders feel that the ordinary 
profits of the fixed trust, 25 or 30 
points, are less than those of the man- 
agement trust; and the information 
that management-trust shares yield 
a larger return becomes current. Like- 
wise, it becomes generally reported 
that the management-trust shares are 
likely to appreciate very much in value. 
Under such circumstances banking 
houses could readily persuade men 
to invest in their trusts—easy profits, 
easy money, easy people. That situa- 
tion became universal late in the 
spring of 1928. In finance, as in any 
other business field, wherever there is 
a demand a supply arises simultane- 
ously. The demand for management- 
trust shares became so keen that the 
number of such trusts increased daily. 
All this had its foundation in the rising 
tide of a great bull market. One of 
the corollaries of this excessive demand 
was that the securities of all these 
management trusts were selling at 
prices in excess of the liquidation value 
of their portfolios; and although the 
market value of the trust shares was 
far in excess of the liquidation value 
of their portfolios, a market for them 
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was made and maintained without buy their country at a bankruptcy 
much difficulty. Under those circum- sale.” 
stances, the shares of fixed trusts III 
could not be sold. People felt that 
they were living in a new era and that Another point to which I wish tp 
by the purchase of the shares of the call your attention concerns the effect; 
management trusts they could come of these two forms of trusts on ou; 
into their full heritage. financial background. The next up- 
In finance, particularly in Wall swing of the cycle will be in the presence 
Street, the pendulum always swings of and accompanied by a whole legion 
beyond the middle. In a long-con- of investment trusts, as was not the 
tinued decline of the stock market case in 1921 for so few were in existence 


the pendulum swings past the middle 
point in the other direction, and wide- 
spread and uncritical fear becomes 
current. And just as the market prices 
of the management-trust shares at the 
time of promotion far exceeded the 
liquidation value, so when the port- 
folio declined in value and mismanage- 
ment was revealed, the public judgment 
was reversed. It then became current 
report that management-trust shares 
were the worst securities the public 
could buy. Under the law of demand 
and supply their shares were valued far 
below the liquidation value. In such 
periods of low security prices the fixed 
trust swings into prominence. Then 
bankers have nothing to sell except 
high-grade securities. New bonds are 
unsalable; so are preferred stocks, class 
A stocks, and undulating stocks. The 
investor is told he will probably never 
see such times again. The fixed-trust 
management tells the investor to come 
in with them and see what they are 
doing, and urges him to buy the securi- 
ties while they are at the bottom. 
They say, “Though you have small 
funds, come in with us, we diversify, 
here, see our list.”” And they show the 
wonderful list of securities in their 
portfolio which begins with the Ameri- 
can Telephone and Telegraph Company 
and ends with the Woolworth Com- 
pany. “The people buying our shares 


then that their presence was of negligi- 
ble importance. In the next up-swing 
of the cycle they will be an everpresent 
phenomenon. What is likely to be 
their influence? 
Let us first consider the fixed trust. 
This type of trust is created for the 
sole purpose of supplying the banking 
houses with something to sell, and, that 
being the case, the fixed-trust portfolio 
has to be “‘dressed-up” for sales pur- 
poses, as is true of any article to 
be merchandised. Anything to be sold 
must be made attractive to the con- 
sumer. The same principle is true 
in the sale of fixed investment-trust 
shares. If one wishes to form the 
South American Share Company as 
an investment trust, he must include in 
the portfolio stocks that will sell the 
shares. Familiarity is the first step 
necessary for arousing interest. If the 
investment trust should present to the 
prospective buyer a fixed-trust port- 
folio containing a list of securities no 
one of which he had ever heard of, the 
buyer would immediately say that he 
was not interested. But if a portfolio 
were presented, every one of the securi- 
ties in which the buyer had _ heard 
spoken of highly, he would be immedi- 
ately convinced that it was a good 
investment trust—a salesman would 
say that his buying consciousness was 
positive rather than negative. Now in 
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order to interest Main Street as well as 
\WVall Street, one must begin his list with 
American Telephone and Telegraph 
Company and end with the Woolworth 
Company; though he may not be inter- 
ested in the securities themselves, their 
presence in the portfolio will aid the 
investment company in its selling en- 
deavors. If one or more of such stocks 
decline in value, one can say that he 
did not know that it was not a good 
stock, that everybody was buying it. 
But. if one were to add to the list a 
stock such as that of the Consumers 
Telephone Company of Hiram, Maine, 
and that were to fail, stockholders 
would comment that nobody had ever 
heard of that stock anyway. The posi- 
tion of the fixed-trust manager is partic- 
ularly secure if he invests in “blue- 
»”’ stocks because, even in event of 
heir decline, he can point to the judg- 
ment of the community to excuse him. 
Thus brains, it seems, need not be ex- 
pended in the selection of the portfolio; 
brains are required only for selling the 
snares. 

To gain a complete understanding 
of the meaning of the situation, it is 
necessary to distinguish between differ- 
ent kinds even of “blue-chip” stocks. 
Industry has a standard early history. 
During the initial stages of any busi- 
ness (radio, textile or rayon) it is very 
dificult to get capital. Up to 1907 
the whole automobile industry was 
financed by the reinvestment of earn- 
ings, and the same thing was true 
in the early stages of the motion-picture 
industry. During this period of the 
up-swing there must be a margin of 
liberal profits to make the business a 
success and permit this reinvestment 
of earnings. Then by the time it 
reaches its height in profits, it has 
solidified. Everybody has heard that 
the manufacture of automobiles has 


been made a profitable industry, and 
the fixed-trust manager may suggest 
that some of those stocks be included 
in the portfolio. So, too, in the early 
days, people who put their money into 
telephone stock did so for sentimental 
reasons; nobody had any confidence in 
communication by telephone as an 
industry except Mr. Bell. Now that 
industry has become so stabilized that 
every one buys a little telephone stock. 
When the top of the swing is reached, 
one of two things happens: either very 
keen competition enters in, as exists in 
the motion-picture industry at the 
present time, or the industry itself 
becomes so large that the profits be- 
come stabilized from outside pressure, 
as in the case of the American Tele- 
phone & Telegraph Company, which is 
compelled by public feeling to maintain 
low rates. That is to say, the later 
history of an industry will take one of 
two forms: either excessive competition 
menaces its profits or the industry is 
stabilized on a low profit basis. In 
either case the profits of the industry 
per dollar of invested capital are very 
much less than in the earlier stages of 
development, whether there be a grad- 
ual upward swing with a sharp reces- 
sion, or an upward swing with a 
sustained peak of stabilization. We do 
not know at first whether an industry 
will be maintained at a long steady 
height of success and low profits, and 
consequent stabilization, or whether it 
will meet a quick drop and decay. 
Yet such stock is a so-called “blue- 
chip” stock and finds its place in the 
fixed-trust portfolio. Let us put this 
matter in another way: the fixed trusts 
buy stocks that are well-known and by 
that sign have reached a maturity of 
development. And while such stocks 
may command long-continued low 
profits, they may, on the other hand, 
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having reached the peak of their pros- 
perity, be destined to decline and 
speedy failure. 

Furthermore, fixed trusts “bid up” 
their “‘pets.””’ The mere fact that all 
the fixed trusts must have these same 
securities in their portfolios creates 
for those securities an artificial market. 
Mr. Jones, the carpenter in Barre, 
Vermont, has not enough funds to buy 
a share of American Telephone and 
Telegraph stock at $180, but he has 
enough to buy four shares of South 
American, a fixed trust, at $7. Con- 
sequently he does so; and part of his 
funds, going in with other funds of a 
similar origin in the form of a fixed 
trust, is used to purchase the shares of 
the American Telephone and Telegraph 
Company. There is created in this 
way an artificial market for the secur- 
ity, a market that would not exist 
were it not for the fixed trust. In 
other words, the fixed trusts, through 
their own weight, give to the so-called 
“blue-chip” stocks an artificial value. 


IV 


Let us now consider the management 
trusts. These are of two types: the 
trust that is sold to the public because 
of Smith Brothers, who operate it, and 
the one which is sold by reason of its 
portfolio. In the first type the port- 
folio is of immaterial consequence, for 
Smith Brothers of Wall Street give a 
halo to the enterprise. In such a trust 
all depends on the judgment of the 
management, Smith Brothers. Such a 
trust is, to all intents and purposes, a 
blind pool in which the investor turns 
over to Smith Brothers certain of his 
funds. Smith Brothers are instructed 
to manipulate them for the benefit of 
all. If they are keen in selecting the 
stocks of the growing industries and 
choose those which will eventually be- 


come “blue-chip,” then the Manage- 
ment trust is very successful; if they 
get carried away by circumstances, jt 
may be otherwise. What are the condj- 
tions under which they are carried away 
by circumstances? To repeat, Wal] 
Street is either a confirmed optimist 
or a confirmed pessimist. Manage- 
ment trusts are promoted during the 
up-swing of the cycle. In the up-swing 
Wall Street is an exaggerated optimist. 
Consequently, Smith Brothers, manip- 
ulating their trust at that stage of the 
cycle, probably will use less than ordi- 
nary care in the selection of securities. 
The wisest and the keenest heads 
become infected with the virus of 
exaggerated optimism; and the mana- 
gers, having much money at their 
disposal, probably use less than their 
traditional care in the selection of the 
securities. 

If, on the other hand, the securities 
of the management trusts are purchased 
partly for the standing of the securities 
in their portfolios and partly for man- 
agement, the trust becomes a mixture 
of the two types, as are the English 
investment trusts. In such a trust we 
may find outstanding bonds and pre- 
ferred stock as well as common stock. 
At the Harvard Business School we 
have just partially completed a study 
of the result of the present depression 
on English investment trusts and Amer- 
ican investment trusts. That study 
was probably not exactly fair; it is very 
difficult to make such a comparison fair. 
We took the valuation of the portfolios 
of two sets of trusts as of sometime, not 
at the very peak of the bull market in 
1929, but of the late fall of 1928, and 
from that level we sought to observe 
the results of the depression. ‘The 
outstanding results of this investiga- 
tion, without going into details, were 
enough to show very clearly that the 
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English investment trusts went through 
the depression far better than did our 
‘nvestment trusts. Even when one 
evaluates them both on the basis of 
1928, so as to put the English and 
American trusts on the same basis, the 
of the decline in 1930 was much 
more serious with the American than 
with the English trust. What is the 
planation of this situation and has it 
n immediate bearing on the future? 
Why was the Englishman able to carry 
's investment trust and do it better 
n we have been able to do here? 
The first observation to make is that 
it is partly a matter of tradition, almost 


l+ 
resi 
Te bit 


of temperament. The Englishman, 
while having the Anglo-Saxon urge for 
speculation, has thrown greater em- 


phasis on income as income. The 
British trust, which goes back almost 
ir Civil War, starts out to have a 
backlog in its portfolio which gives it 
assurance of a certain income. The 
American trust presumes that it is 
going to make a profit because it 
assumes that its portfolio will appre- 
ciate in value. The English believe 
in being concerned with income first, 
with appreciation second. 
After a while the fixed trust will pass. 


The management trust, on the other 
hand, is something which we shall have 
with us permanently. To give it a 
respected place among American in- 
vestment securities, we have to assume 
that the management trust exists for 
the purpose of making income for the 
investors. If the superior manage- 
ment, as against the inferior manage- 
ment, is going to declare itself, it will 
be through a rapid growth of earnings 
resulting from the inherent success of 
the corporations whose shares are in- 
cluded in the portfolio. Appreciation 
of value will come as a corollary, not asa 
main thesis. We must go back to the 
psychological attitude of mind behind 
the British trust. ‘That is, the suc- 
cessful future of the investment trust 
will turn, not upon improvement of the 
methodology of the scheme, but upon a 
reversal of the stress of emphasis. It 
must be a trust created for income first 
of all, and any appreciation in the value 
of the securities should be a secondary 
concern of the management and result 
wholly from the increased earning 
power of the corporations included in 
the portfolio. If so controlled, the 
management trust should be an impor- 
tant element in our American finance. 
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TRENDS IN LARGE 


-SCALE RETAILING! 


By MALCOLM P. McNAIR 


\ N JE usually speak of the industrial 
revolution in the past tense as 
if it were something that had 

happened a long time ago and were 
now a matter of interest only to the 
economic historians. Of course this 
is not true. The industrial revolution 
is still going on, as witness the Russian 
Five-year Plan, for instance. In the 
United States, however, the major 
scene of the industrial revolution for 
the present has definitely shifted from 
production to distribution. ‘The eco- 
nomic historian of the future is likely 
to put his finger on the first three or 
four decades of the 20th century as the 
time when the marketing of com- 
modities to consumers definitely devel- 
oped away from the small-scale shop- 
keeping basis, parallel to the home 
industry or handicraft phase of manu- 
facturing, towards a large-scale, fully 
capitalistic basis. ‘The economic his- 
torian of the future, however, will have 
an advantage over us in being able to 
see this phase of the industrial revolu- 
tion in something like a true perspec- 
tive, whereas we are too close to it and 
almost too intimately concerned with 
its problems to be able to see clearly 
just what is going on. We can, how- 
ever, name a few of the current trends 
which seem to give some clue to the 
general character of the change that is 
taking place. 


(1) The trend from small-scale to large- 
scale operation of retail distributive enter- 
prises has been sharply accelerated during 





1 Address delivered at the first annual Special 
Program for Alumni held at the Harvard Graduate 
School of Business Administration, July 24 and 25, 
1931. 
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the last ten years. Large-scale retail enter. 
prises of the department store type are, of 
course, not new; nor are mail-order houses. 
In fact, following the initial period of devel. 
opment, when department stores and mail- 
order houses were subject to attacks less 
severe but of the same general character 
as those now being leveled at the chain 
store movement, these two types of retail 
enterprise apparently fitted into our mar. 
keting machinery without any very far. 
reaching effects. But since 1920 the growth 
of chain stores has been remarkable. Sales 
of the Great Atlantic & Pacific Tea Com- 
pany, for instance, have increased from 
about $200,000,000 in 1922 to over $1,000,- 
000,000 in 1929. According to the indices 
of the Federal Reserve Board, the increase 
in chain store sales on the basis of the 
monthly average 1923-25 as 100 was, 
during the period from 1920 to 1929, from 
66 to 234 in grocery chains, 64 to 164 in 5- 
and 10-cent chains, 78 to 204 in drug chains, 
and soon. At the same time, department 
store sales over the period from 1919 to 
1925 showed a fairly strong rate of increase, 
although not so rapid as that of the chain 
stores. Finally, in the latter part of the 
decade just closed, the chain store move- 
ment definitely appeared in the depart- 
ment store field. During this period from 
about 1920 to about 1930, therefore, the 
development of large-scale distribution 
became unmistakably a major trend. For 
better or worse this distributive revolution 
is carrying us away from shopkeeping to 
mass distribution; and the really surprising 
thing is that the forces of mass production 
did not cause this development sooner. 

(2) There has taken place during the 
last ten years a remarkable growth of what 
might be crudely termed scientific methods 
in distributive business. One cannot ex- 
amine the voluminous literature of retail 
associations, controllers’ congresses, mer- 
chandise managers’ groups, and what not, 
without encountering repeatedly such terms 
as “merchandise budget,” “unit control,” 
“‘open-to-buy,” “retail inventory method,” 
“‘quota-bonus plan,” “expense classifica- 
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” “expense budget,” and so on. All 
ese are evidence of the general effort to 
ec away from rule-of-thumb, expediency, 
nch, guess work, and to develop some 
under methods of approach to the solu- 
‘ion of business problems. It is quite 
proper to point out that more often than 
not the result of these efforts has been 
oseudo-science of the worst kind; but from 
the standpoint of long-time trends the 
portant thing about these developments 
is the recognition that the old-time rule-of- 
thumb methods no longer are adequate to 
neet the problems of an increasingly com- 
lex : distributive system. 
| We have witnessed during recent 
years the increasingly rapid obliteration of 
recognized channels of distribution. For- 
merly there were fairly well-defined lines 
marking the boundaries between the respec- 
tive functions of the manufacturer, the 
wholesaler, and theretailer. Furthermore, 
particular types of commodities had their 
own recognized channels of distribution and 
did not to any great extent flow over into 
other channels. Now we find that this 
picture is becoming more and more con- 
fused. It is an era of scrambled mer- 
chandising. Grocery stores sell cigarettes; 
drug stores sell grocery products; and 
tobacco stores sell razor blades. Grocery 
stores are on the way to becoming food 
epartment stores; department stores and 
variety chains operate luncheonettes and 
soda fountains. Functionally also the 
lines are breaking down. Manufacturers 
pracasepred do their own retailing; retail 
iains undertake to do their own manu- 
facturing; wholesalers seek to protect their 
increasingly precarious position sometimes 
by entering into manufacturing, sometimes 
by going into retailing through the forma- 
tion of voluntary chains. 


These three developments of the 
last ten years—the accelerated growth 
of large-scale retail enterprises, partic- 
ularly of the chain store type, the 
marked interest in methods of manage- 

ent that promise to be more effective 
than guess and hunch, and the break- 
cown of recognized channels of dis- 
tribution and spheres of activity—are 
mong the significant symptoms of the 

tributive revolution which is taking 


place. We do not know whether this 
distributive revolution will continue 
for the next ten years at the same pace 
as during the last ten. If we are right, 
however, in the guess that we have 
hazarded in regard to the general 
direction of this movement, then we 
may expect the large-scale, fully organ- 
ized type of retail distributive enterprise 
to increase in relative importance. 
At the present time the two major 
types of such institutions are depart- 
ment stores and chain stores. Devel- 
opments of recent years suggest that 
we can disregard mail-order houses as 
an important separate type. 

The preliminary figures for the Cen- 
sus of Distribution indicate a total 
volume of retail store sales in the 
United States of about $53,000,000,000. 
Figures are not yet available toindicate 
the precise breakdown of this total, 
but partial information so far released, 
together with estimates previously 
made by Dr. Nystrom? and others, 
seems to indicate that department 
store sales amount to 14% or 15% of 
the total and that chain store sales 
are perhaps 18% or possibly 20%. It 
was probably not until 1928 that chain 
store sales passed department store 
sales in total volume. 


The Outlook for Department Stores 


What is the present outlook for 
department stores as compared with 
chains? ‘Taking the department stores 
first, it is clear that they are being 
more seriously affected by the current 
business depression than are the chains. 
In fact, the department stores are 
suffering much more severely than they 
did in the last great business depression, 





2See Nystrom, Paul H., “An Estimate of the 
Volume of Retail Business in the United States,” 
HARVARD BUSINESS REVIEW, January, 1925, 
p. 158. 
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in 1921. At that time the success of 
the department stores in weathering the 
storm was one of the factors which 
helped to develop the interest of the 
public in department stores as an 
investment possibility. In 1930, how- 
ever, the average department store 
with sales over $2,000,000, according 
to the Harvard Bureau of Business 
Research, made a net gain, or net 
business profit, of only 2.7% of sales, 
or 4.9% of invested capital. The 
reason for this relatively poor showing 
of department stores in 1930 lies in 
unfavorable trends which began devel- 
oping as far back as 1926. Over that 
period sales volume remained sub- 
stantially unchanged until the decline 
in 1930, the gross margin percentage 
also remained stationary, and total 
expense increased sharply. Earnings 
in ratio to capital invested declined 
in 1927, 1928, and 1929, in sharp 
contrast to the earnings of manu- 
facturing companies during this same 
period. For smaller department stores, 
those with sales under $500,000, there 
has been a steadily unfavorable trend 
since 1923. Over that period gross 
margin increased only from 27.6% 
to 29.0% of sales, while total ex- 
pense increased from 25.9% to 32.2%. 
Stores in this classification apparently 
have felt the competition both of the 
large department stores and of chain 
store organizations. The principal 
point to be emphasized from these 
comparisons, however, is that the poor 
showing which department stores made 
in 1930 and which they are likely to 
make in 1931 is not to be attributed 
wholly to the business depression, but 
rather reflects in considerable part a 
culmination of unfavorable trends that 
began developing as far back as 1926. 
Department stores were headed for 
difficulties even if there had not been a 


business depression. In fact, it is not 
too much to say that many department 
stores were better off in 1921, a year 
of business depression, than they were 
in 1929, a year of supposedly great 
prosperity. 

These trends suggest that there are 
certain elements of weakness in the 
situation of the average department 
store. Some of these are as follows: 


(1) Management effort is dispersed over 
too many departments handling too wide a 
range of merchandise. Although the buy- 
ing power of the organization as a whole is 
large, when it is divided into a hundred or 
more departments it does not compare 
favorably with the buying power of spe- 
cialty chain organizations. Even more 
important, in the individual department of 
a department store there frequently is 
insufficient sales volume to justify hiring a 
really competent executive. The remark- 
able growth of leased departments during 
recent years is a tacit acknowledgment by 
department stores of this weakness. 

(2) The cost of doing business in depart- 
ment stores has increased steadily for ten 
years. During that time the typical 
amount taken out of the consumer’s sales 
dollar to meet costs of operation has in- 
creased from about 26 cents to about 34 
cents. Measured by this standard the 
department store is not an efficient agency 
for the distribution of merchandise at 
retail. The relatively high cost of doing 
business in department stores is in the first 
instance attributable to their relatively low 
productivity. For department stores with 
sales over $10,000,000, average sales per 
square foot of total space are only about 
$29 or $30, and below that sales volume the 
output per square foot is lower. Chain 
stores, getting greater productivity from 
the space which they use, can and do pay 
higher rentals in percentages of net sales 
than can department stores. The produc- 
tivity per capita of persons employed in the 
department store business is alsolow. For 
stores with sales of $10,000,000 or over, 
average annual sales per employee are 
$8,500. This low output per capita reflects 
in part the high proportion of nonselling 
employees in department stores. Usually 
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-0% to 60% of the total employees in 
partment store are in the nonselling 
-lassifcation. Both the low productivity 
per _ square foot and the low output per 
-apita reflect in part the rather complicated 
physical and human mechanism apparently 
necessary to handle the wide variety of mer- 
handise sold in these institutions. 

(3) Competition in services among de- 
partment stores has reached a point where 
it not only contributes considerably to the 
high cost of doing business but actually 

iterferes with the effectiveness of selling. 
Ret urns of merchandise by customers in 
large department stores, for instance, 

nount to over 14% of net sales. Com- 
petition in credit terms is steadily lowering 
the turnover of accounts receivable. In at 
ast one large city, one or two stores have 
taken the initiative in discontinuing the 
charge for alterations on women’s garments. 

(4) Certain changes not wholly favorable 
to department stores appear to be taking 
place in consumers’ buying habits. Shop- 
ping in the old sense of the word not only 
has become less necessary with increasing 
stand lardization of merchandise and wider 

pread of style knowledge, but actually, 
because of traffic conditions, has become 
more difficult. At the same time, the 
growth of suburban shopping centers makes 
t easy for customers to buy many articles 

f merchandise at nearby points. 

Department stores still are organized 
predominantly as buying institutions rather 
than as selling institutions. It is too hard 
work to buy merchandise in the average 
lepartment store. There is too much red 
tape, lost motion, annoyance, and so on. 
In spite of the lip service they render to the 
idea of acting as purchasing agents for their 
communities, department stores do not 
make it easy enough for consumers to buy 
merchandise. 


r 
a de t 


Looking at the other side of the 
picture, we can see that there remain 
se veral important elements of strength 
in the department store situation: 


(1) The convenience of filling a variety 
of needs under one roof is still a factor of 
ena, although perhaps less important 

Ww A in the past. 

) Department stores occupy estab- 
shed locations in definitely recognized 





retail trading areas, in many cases owning 
their own physical properties. The volume 
of retail trade in such areas, even though it 
may eventually decline with the growth of 
suburban shopping centers, will remain 
large for many years to come. Con- 
ceivably, however, it will tend to change 
in character. 

(3) Department stores render many 
services to which the consumer has become 
accustomed and which many other types of 
retail organizations do not offer. 

(4) A substantial number of department 
stores have developed institutional prestige 
with consumers. 

(5) The notion that department stores in 
general handle high-quality merchandise, 
and the corollary notion that chain stores 
do not handle high-quality merchandise, 
still operates in favor of the department 
store. 


It must be admitted, however, that 
the points of strength in the depart- 
ment store situation are not so impres- 
sive as the elements of weakness. 
Furthermore, some of the points of 
strength are of such a character that 
they are likely to become gradually 
less important with the lapse of time. 
Consequently it appears that the aver- 
age department store, if one may 
hazard a forecast, must shortly make a 
choice between a decline, even though 
gradual, in its relative importance as a 
type of retail distribution and such a 
vigorous reorientation of policies, meth- 
ods, and organization as will give it a 
new lease of life, perhaps in considerably 
changed form. 


Chain Stores 


To turn from the department store 
to the other important type of large- 
scale retail distribution, namely, chain 
stores, it must be at once observed 
that there are chains and chains. 
In fact, it is a misapprehension to 
speak of “the chain store” as if there 
were any such homogeneous entity. 
The grocery chain and drug chain, 
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performing a combination of retail 
and wholesale functions and displacing 
both the independent unit retailer and 
the wholesaler, present management 
problems quite different from those 
which characterize chain variety stores, 
for instance, where actually little or no 
warehousing is done but rather this 
function is shifted back to sources of 
supply. Speaking of chains, further- 
more, we must remember that while 
the term chain store immediately 
conjures up a picture of such great 
organizations as A & P, Liggett, Wool- 
worth, and so on, actually the small 
chains, those with less than ten or 
even less than five stores each, greatly 
outnumber the large chains and in the 
aggregate handle a substantial volume 
of business. In the city of Chicago, for 
instance, according to the recent census 
report, 2,000 stores are operated by 
national chains, 1,400 belong to sec- 
tional chains, 2,311 are in local chains 
of four stores or more, 744 are three- 
store multiples, and 2,018 are two- 
store multiples.* 

A few years ago it was a favorite 
sport of marketing experts to delimit 
the boundaries of the chain store 
movement and lay down the law as to 
the sorts of things which chains could 
not do. For instance, it was said 
confidently that grocery chains could 
not handle meats or perishable fruits 
and vegetables, that they were limited 
to packaged groceries. A little later it 
was stated with equal confidence that 
chains were limited to staple merchan- 
dise, that they could not handle style 
and fashion goods. In all these cases 
events proved these conclusions wrong. 
Students of marketing, therefore, have 


3U. S. Department of Commerce, Retail Trade in 
the City of Chicago, Ill. (Preliminary Report of the 
Census of Distribution), Washington, Government 
Printing Office, 1930, p. 12. 










































become a little chary of predicting 
what chains cannot do. When some 
of the bolder prophets say that of 
course chains are confined to the cash- 
and-carry type of business, that the 
great stronghold of the independent 
merchant lies in the services which he 
renders, one remembers past attempts 
to predict. 

Until recently there has been little 
authentic information on the operating 
expenses of chain stores. A little over 
a year ago, however, the Harvard 
Bureau of Business Research, operating 
on a grant from The Two Hundred 
Fifty Associates of the Harvard Busi- 
ness School, undertook a study of the 
margins, expenses, and profits of chain 
grocery stores in the year 1929, the 
same year which is covered by the 
Census of Distribution. The first bul- 
letin of the Bureau on the chain store 
business, Bulletin No. 84, Expenses and 
Profits in the Chain Grocery Business in 
1929, was published in June, 1931. 

In its study of the chain grocery 
business the Harvard Bureau of Busi- 
ness Research received reports repre- 
senting substantially half the chain 
grocery business in the United States. 
In 33,171 chain grocery stores operated 
by 82 companies which reported their 
figures to the Bureau, consumers spent 
slightly under $2,000,000,000 in 1929. 
Out of each of these consumers’ dollars, 
the grocery chains typically took an 
average of 19.4 cents as a gross margin, 
from which to pay expenses and earn a 
profit. This figure means that the 
typical net cost of this dollar’s worth of 
merchandise to the chains was 80.6 
cents, including freight and after de- 
ducting all discounts and merchandise 
allowances. 

Of this 19.4 cents, 18.2 cents was 
required to cover the cost of doing 
business, including such items as pay 
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‘oll, rent, advertising, and supplies, 
and also including the interest on 
‘nvested capital, leaving 1.2 cents out 
of each dollar spent by consumers as 
the pure net profit, in the sense of a 
reward for undertaking the risks of 
business enterprise. With the addi- 
tion to this figure of the interest on 
owned capital and other net revenue, 
the total net gain, or, in everyday 
business language, the “net business 
profit,” of these companies amounted 
as a common figure to 1.9 cents of the 
consumer’s dollar, that is to say, 
1.9% of net sales. Another way to 
look at this figure for net gain is to 
measure it, not in relation to the dollar 
of sales, but in relation to the dollar of 
invested capital. Looked at in this way 
the 1.9 cents of net gain taken by the 
chain grocery concerns from the con- 
sumer’s dollar amounted to 19.5 cents 
for each dollar of invested capital, as 
represented by the net worth of the 
companies. 

It is natural that on the basis of 
these figures attention should be di- 
rected toward comparison of marketing 
costs for the chain store channel of 
distribution with those for the whole- 
saler-retailer channel. Since the chain 
grocery company typically is both 
wholesaler and retailer, practically the 
only type of comparison that is feasible 
is to balance the expenses and profits 
of the chain grocery store, figured as 
percentages of the consumer’s dollar, 
against the combined expenses and 
profits of the independent grocery store 
and the grocery wholesaler, also figured 
as percentages of the consumer’s dollar. 
There are many respects, of course, 

which such a comparison is not 
wholly satisfactory, since independent 
retailers do not buy entirely from 
wholesalers, nor do all chains buy 
entirely from manufacturers and pro- 
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ducers. Furthermore, there are no 
fully satisfactory recent figures avail- 
able for expenses and profits of whole- 
sale and retail grocers. Waiving these 
difficulties, however, and taking as a 
basis of comparison sectional studies for 
1929 in the wholesale grocery business 
made by the Ohio State University and 
of the retail grocery business made by 
the University of Nebraska, checked by 
studies of the Harvard Bureau of Busi- 
ness Research for earlier years, it ap- 
pears that chain grocery companies in 
1929, to cover their costs of doing busi- 
ness and profits, took out of the con- 
sumer’s dollar approximately 8.8 cents 
less than did wholesale and retail gro- 
cers together. If the assumption is 
made that chain stores buy on the same 
terms as wholesalers, this difference in 
margins means that a chain grocery 
company buying merchandise at the 
same net cost as the wholesale grocer 
typically could have sold for approxi- 
mately go cents merchandise which the 
retail grocer buying from the wholesaler 
normally would have had to sell for one 
dollar. It is probably a fair statement 
that a little less than half this differ- 
ence represents the costs of credit and 
delivery service. 

Viewing the chain store situation 
generally, with due recognition of the 
widely different problems faced by 
different types of chains, there are 
apparent certain fundamental elements 


of strength: 


(1) Chain stores by and large are still in 
the expansion phase of their development. 
At present, for instance, with retail price 
levels substantially lower than a year ago, 
numerous chain store organizations are re- 
porting dollar sales very nearly equal 
to their 1930 performance. Department 
stores, on the other hand, are falling about 
9% behind the 1930 figures. 

(2) Many types of chains have the ad- 
vantage of a somewhat lower cost of doing 
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business, not all of which is to be accounted 
for by differences in services rendered. 
That is to say, there is evidence that 
certain types of chains, particularly those 
which combine wholesale and retail func- 
tions under one overhead, are inherently 
more economical channels for the distribu- 
tion of merchandise than are many of the 
institutions which they are displacing. The 
greater efficiency of grocery chains, for in- 
stance, may be measured by the time 
required to move merchandise from the 
manufacturer or producer to the consumer 
by this channel as contrasted with the 
wholesaler-retailer channel. According to 
the Harvard Bureau’s study previously re- 
ferred to, it normally requires 3614 days to 
move goods from manufacturer or producer 
to consumer gta chain grocery stores as con- 
trasted with a total of 9914 days required 
to move the same merchandise through the 
wholesaler-retailer channel. 

(3) Chain stores have made it easier for 
customers to buy. The sales end of the 
chain store mechanism is not only more 
conveniently located but more simple and 
less time-consuming in its operation. 


Turning to the unfavorable factors, 
we can discern certain distinct elements 
of weakness in the present situation of 
the chains: 


(1) The chains have failed to develop 
goodwill sufficiently and consequently have 
left the door open for the present wide- 
spread anti-chain propaganda, most of 
which is not based on facts. It is true that 
some independent retailers and wholesalers 
have been put out of business, but trade 
mortality studies indicate that plain in- 
efficiency has been putting these people out 
of business for a good many years past, and 
that the rate of mortality in these trades is 
little if any higher than it was before the 
advent of the chains. It must be frankly 
admitted, however, that such far-reaching 
changes in the distributive system as are 
being caused by the chains cannot take 
place without injury to those who are un- 
able or possibly unwilling to adapt them- 
selves to new conditions. The present 
outcry against the chains is fundamentally 
parallel to the periodic outcries of hand 
laborers against machines which have char- 
acterized various phases of the industrial 


revolution. Because there has been and 
promises to be a certain amount of re;| 
injury to some independent retailers ang 
wholesalers, because the chains have beep 
slow in recognizing the importance of cult}. 
vating goodwill, because they have fre. 
quently been shortsighted in their dealings 
with manufacturers, and because the arts 
of propaganda and manufacturing public 
sentiment are well understood in our time. 
the anti-chain store agitation has developed 
unexpected proportions. 

The recent decision of the United States 
Supreme Court in the Indiana tax case has 
given added impetus to the already wide. 
spread movement to curb chain store ac. 
tivities by means of special taxation, 
Apparently this decision opens the door 
for ali kinds of discriminatory legislation, 
In the Commonwealth of Massachusetts, 
for instance, a bill was introduced last year 
proposing to license each individual store 
beyond one at the rate of $750 per year in 
towns under 5,000, with a sliding scale 
from there up to $2,750 a year in cities with 
population over 500,000. The purposes of 
this bill were frankly punitive and confisca- 
tory. Following the decision of the Su- 
preme Court in upholding the Indiana tax 
on chain stores we may expect to see this 
and similar measures reintroduced in nearly 
all the state legislatures. It is unfortunate 
also that this decision comes at a time when 
state legislatures are eagerly looking around 
for new sources of revenue. Clearly this 
decision definitely forces the chains to take 
their case to the bar of public opinion. 
They must now do what they previously 
should have done in the way of developing 
a favorable and articulate public opinion to 
the point where state legislators will realize 
that consumers are friendly to chain stores 
and that consumers have more votes than 
storekeepers. 

(2) Another element of weakness is to be 
attributed in some instances to the rapidity 
of growth of chain store organizations. In 
the scramble for desired locations numerous 
leases have been made at rental figures 
which cannot be justified within any reason- 
able period. Many chains, therefore, do 
not have low operating costs. In other 
instances effective merchandise control has 
not kept pace with the rate of expansion. 
Furthermore, there are undoubtedly a few 
instances of chain store promotions 10 
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ity of shortsighted investment bank- 
A particular type of chain expansion 
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lers and aa ; 
Ve been that has not always turned out to be sound 
of cultj. ‘s the development of chains by manufac- 
ave fre. turers —_ as outlets for their plants. 
dealings This type of chain, especially in the shoe 
the arts en has been far from uniformly 
- Public rene 
Ir time. :) Chain store organizations have been 
veloped slow to recognize the existence of personnel 
problems. Comparatively few chains have 
States ‘stematically gone about recruiting the 
ase has ts pe of personnel needed to build favor with 
r Wide. the non In many instances too much 
Te ac. reliance has been placed on the efficacy of 
Kation, system plus relatively low-grade personnel. 
> door (4) China have needlessly antagonized 
lation, many manufacturers. 
usetts, , , ‘ 
cer In summarizing their relative posi- 
Store tion it is perhaps fair to say that 
ear in both the factors of strength and the 
scale factors of weakness of the chain stores 
Sige are characteristically those which ac- 
wey company any new economic develop- 
» Sy. ment. Chain store methods and 
a tax policies frequently are crude, and chain 
this stores encounter the opposition of those 
a business interests which have the most 
‘hee to gain from the preservation of the 
yund status quo. Yet a majority of chain 
this store managements are young, vigorous, 
take resourceful, imaginative. In the same 
a way, department stores have both 
Hel the strengths and the weaknesses of 
n to the mature type of enterprise. They 
lize are well-intrenched in an established 
ees position; habit and custom operate 
han their favor. But their manage- 


ments are a little too conservative, 
little too complacent, a little too 
lacking in vigor and initiative. 


Chain Department Stores 


Of course any consideration of the 
pros and cons of department stores and 
hain stores must necessarily take into 


account that peculiar hybrid, the 
so-called “chain” department store. 
When this particular hybrid was 
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hatched, there was a good deal of 
cackling, particularly in Wall Street. 
But with the drastic decline in the 
market valuation of many chain depart- 
ment store stocks not a few of the 
experts on the side lines are ready to 
proclaim the offspring an ugly duckling 
and decry the possibility of any good 
results issuing from such a union. 

In the first place, it must be stated 
definitely that so far there is no such 
thing as a real chain department store. 
The A stores of Sears, Roebuck perhaps 
represent the closest approach, and 
next in order the J. C. Penney Com- 
pany. Such organizations as the As- 
sociated Dry Goods Corporation, 
Gimbel’s, and the May Company are, 
properly speaking, department store 
ownership groups rather than full- 
fledged chains. One of the most essen- 
tial features of a chain store organization 
is the centralization of management; 
and this feature is not as yet present in 
such department store ownership groups. 

At the outset promoters and investors 
expected too much of department store 
“‘chains’”’ formed by the merger process. 
They were misled to some extent, 
presumably, by the mistaken idea that 
chains in the department store field 
could readily duplicate the success of 
chains in other fields. The analogy, 
however, does not bear close examina- 
tion. Chains in other fields have for 
the most part displaced stores of the 
comparatively small one-man manage- 
ment type. Department stores are 
large compared with unit retail stores, 
and even small-medium department 
stores have a fairly well-defined internal 
organization that is almost entirely 
lacking in unit stores. Furthermore, 
the unit stores which chains are tending 
to replace are in general very poorly 
managed. ‘This is not true of depart- 
ment stores. Again, in the fields where 
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it has been most successful the chain 
typically has performed a combination 
of wholesale and retail functions. The 
opportunity to carry on such a combina- 
tion of functions does not exist in the 
department store field, since depart- 
ment stores already buy largely from 
manufacturers. These are only a few 
of the differences, but they are sufficient 
to indicate that the supposed analogy 
of department store “chains” to other 
types of chain store organizations is of 
the most superficial character. 

Great obstacles existed, furthermore, 
to the realization of any immediate 
economies in the operation of depart- 
ment store “chains.”” In the first 
instance it was necessary to develop 
some central organization, and such a 
central organization had to be super- 
imposed on the existing organization 
of the stores. The immediate result of 
this situation was an increase rather 
than a decrease in expense. For the 
last three years the Harvard Bureau of 
Business Research has compared oper- 
ating results for independently owned 
and for centrally owned department 
stores, and in each year the centrally 
owned stores have exhibited a higher 
ratio of operating expense than the 
independent stores. It is important 
to note, however, that the centrally 
owned stores frequently have achieved 
somewhat higher gross margins than 
the independent stores, the difference 
presumably reflecting savings from the 
pooling of purchasing power. It is 
particularly significant to note, how- 
ever, that the expense of buying, as 
distinct from the cost of purchases, 
has usually run higher for centrally 
owned stores. These figures reflect the 
inevitable difficulties encountered at 
the outset in merging a group of large 
stores, each with a fairly complex 
organization. In the case of depart- 


HARVARD BUSINESS REVIEW 






























ment stores, any transformation along 
chain lines is furthermore greatly handj- 
capped by the fact that department 
stores, handling such a great Variety 
of types of merchandise, have developed 
their buying on a decentralized basis, 
where it has been more or less jp. 
extricably interwoven with selling. 
Chains, on the other hand, specializing 
more narrowly in types of merchandise, 
have developed their buying on , 
centralized basis, where it has been 
sharply separated from the selling 
function. Hence the differences in 
practice, tradition, and point of view of 
the personnel concerned manifestly are 
too great to be overcome within any 
short period of time. Buyers in indi- 
vidual departments, for instance, are 
jealous of their prerogatives; they look 
with little favor on any steps which 
appear to diminish the importance of 
their positions. 

It was foolishly optimistic, there- 
fore, to expect that any immediate 
results of an outstandingly favorable 
character could be achieved by “chain” 
department stores. At the same time 
it is foolishly pessimistic to condemn 
these institutions out of hand and to 
see in them no possibilities for favorable 
development in the future. On the 
contrary, there are at least two con- 
siderations which should give pause to 
the managements of those independent 
department stores which have not 
yet seen their way clear to align them- 
selves either formally or informally 
with groups of similar stores. ‘These 
are as follows: 


(1) Given the rate at which chain stores 
have expanded within the last ten years, 
and given the fact that as yet there seem to 
be no definite limitations as to the kinds of 
merchandise which chains can successfully 
handle, one cannot contemplate with equa- 
nimity the probable position of an inde- 
pendent department store, say 25 years 
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hence, confronted with specialized chain 
competition in perhaps half its departments. 

(2) The marked rise in the cost of doing 
business in department stores during the 
last ten years and the corollary failure of 
independent department stores to make 
any headway in their handling of this prob- 
lem point strongly to the conclusion that 
economies in department store distribution 
can be obtained only through such a radical 
and far-reaching reorganization as can be 
brought about only through the application 
of chain methods to a group of stores under 


central ownership. 

The immediate problems faced by 
“chain”? department stores are partic- 
ularly difficult. Time is an essential 
factor in their solution, but in the 
opinion of this writer the experiment is 
amply justified. 

Conclusion 

Finally, it is well to be reminded that 
in the course of this distributive revolu- 
tion we may confidently expect the 
development of new forms of large- 
scale distribution. ‘To judge from what 
has happened in the department store 
field and what is happening in the chain 
store field, it is a fair generalization 
that types of distributive enterprise 
tend to develop through three stages. 
They start off very largely on a price 
basis—as chain stores did, for instance 
—they catch the attention of the con- 
sumer by distributing merchandise at 
low prices because of a low overhead. 
That is the first stage. The next 
stage is the “trading up” of the quality 
of the merchandise handled. We can 
see chain stores going through that 
stage today. After they have traded 
up the quality of the merchandise 
handled, and some of the price advan- 
tage has been lost in the process, 
distributive enterprises develop into a 
third stage, characterized by competi- 
tion in services of all kinds, for instance, 
in allowing customers to return mer- 
handise; by high costs of doing busi- 
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ness; by largely competitive advertising; 
and by an increase in the ratio of 
the fixed investment to the total invest- 
ment. Department stores today are 
in that stage. More and more money 
is put into plant and a smaller propor- 
tion carried in liquid form, and with 
this solidifying of investment and the 
higher costs of doing business, a lower 
return is secured on the capital invested. 
Along with that, in this third stage 
there also takes place more or less 
hardening of the arteries of manage- 
ment. Merchandising becomes imita- 
tive rather than creative. The forces 
of inertia become very strong. Manag- 
ers are afraid to step out and do new 
and radical things. That is the situa- 
tion in which many department stores 
find themselves today; and when a 
large number of distributive enter- 
prises reach this third stage someone 
else starts all over again on the low 
overhead, low price basis. Only re- 
cently the executives of a chain drug 
company in California were complaining 
bitterly because a group of “illegitimate 
stores,” as they termed them, occupying 
limited space and handling only fast- 
moving lines of toilet goods, had had the 
effrontery to cut the chain store prices. 
As the rate of return on capital 
declines in older types of distributive 
enterprises, ingenuity will be directed 
to the discovery of new methods of 
distribution. This is even more likely 
to be the case in the near future because, 
for the time being at least, our current 
condition of overproduction may tend 
somewhat to discourage the invention 
of new processes for cheapening produc- 
tion, with a resultant diversion of some 
inventive genius toward the field of 
distribution. In the daystocome, there 
will be Strauses and Woolworths, but 
they will not be in department stores or 
in the present types of chain stores. 

















MANAGEMENT’S CONCERN WITH RESEARCH 
IN INDUSTRIAL PSYCHOLOGY’ 


By WALTER V. BINGHAM 


/ ‘HE human equation complicates 


nearly all problems of manage- 

ment. Answers to such problems 
are never definitive until this human 
factor has been taken into the reckon- 
ing. It must be dealt with either by 
the rational method of philosophy, by 
common-sense methods of observation, 
conference, and intuitive judgment 
based on practical experience, or by the 
scientific method of measurement and 
controlled experiment. Each of these 
three methods of problem-solving is 
needed as a supplement and corrective 
to the others. 

Psychology is the science of behavior. 
One of the youngest in the family of 
the natural sciences, it treats of a sub- 
ject on which philosophy and common 
sense have been accumulating wisdom 
throughout the ages, even before the 
time of Aristotle or of Solomon. But 
it is less than three-quarters of a 
century since Gustav Theodor Fechner 
and Wilhelm Wundt first laid a basis 
for psychology as science by adapting 
to its subject matter the method of 
measurement under controlled condi- 
tions. It is scarcely half a century 
since Sir Francis Galton’s Inquiries 
into Human Faculty initiated the really 
scientific study of individual differ- 
ences; and less than a quarter-century 
has elapsed since Miinsterberg’s Grund- 
zuge der Psychotechnik outlined the 
field of industrial psychology. As sci- 
ence, then, the psychology of the 





'A paper prepared for the Bureau of Personnel 
Administration and presented February 26, 1931, in 
its series of conferences on “ Business Management as 
a Profession.” 
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behavior of people at work is as young 
as its subject matter is old. In spit, 
of its youth, its objectives have bee) 
formulated, its techniques of research 
have been developed, and its principle 
and point of view have been carried 
into many workshops, offices, and 
stores. 

Psychology in its industrial applica. 
tions has the double purpose of increas. 
ing the happiness and the earning 
power of those who work. This aim 
coincides with one of the main objec. 
tives of all business management con- 
ceived as a human enterprise, in the 
modern professional spirit. Managers, 
directing their enterprises in the con- 
mon interest, are avoiding irritations 
and conflicts which hamper smooth 
operation, as they come to understand 
better and better the obscure emotions 
as well as the overt behavior of people 
at work, in relation to the conditions 
and influences affecting that behavior. 
The scientific study of these conditions 
and relations is the joint task of 
management and of industrial psy- 
chology. 

Scientific research, defined in_ its 
most general terms, is the process of 
ascertaining precise relationships be- 
tween variables. Fechner measured 
the strength of (a) the physical stimv- 
lus and (b) the corresponding sensation. 
The relationship between these varia- 
bles he found to be a_ logarithmic 
function: 


Sensation = k log Stimulus 


Galton invented many devices for 
measuring abilities and developed the 
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necessary statistical techniques for as- 
certaining the relationship between 
these abilities and measures of emi- 
nence or success in life. The kinds of 
variables which industrial psychology 
undertakes to measure and to relate 
are. 

(a) Significant aspects of industrial 
behavior. 

(b) Factors conditioning this behavior. 
What, then, are the measurable aspects 
of behavior which are significant for 
managers and workers? 


Significant Aspects of Behavior in 
Industry 


Output is one of these variables— 
quantity of output, quality of output, 
individual variations in output. On 
some jobs, to be sure, output is almost 
wholly determined by pace of the 
machine, condition of tools, supply of 
parts, quality of materials, and other 
factors external to the worker, and little 
if at all by the behavior of the worker 
himself; but on jobs where proficiency 
and effort count, the amount and qual- 
ity of production in unit time furnishes 
one basic index of behavior. The con- 
tentions of Otto Lipmann of Berlin, in 
a paper on “The Human Factor in 
Production,” read at the Paris Confer- 
ence for Technopsychology,? are here in 
point. The inevitable trend of indus- 
trial mechanization, he reminds us, has 
greatly decreased the importance of the 
effort and ability of the individual 
worker. In some industries one appli- 
cant can learn the work about as readily 
as another. In some, a worker’s per- 
sonal dependableness rather than his 
skillistheessential. Instill otherindus- 
tries and jobs, the rdle played by the 
human factor in determining output is 
as vital as ever. Five criteria are use- 


* Personnel Journal, 1928, Vol. VII, p. 87. 
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ful in measuring the relative contribu- 
tion of the worker’s own energy and 
ability: 

1. The tempo at which he chooses to 
work. 

2. The mechanically imposed tempo to 
which the workman can adjust himself; 
or the number of machine parts (¢.g., 
spindles) or machines (¢.g., looms) which he 
is able to operate. 

3. Avoidance of errors, spoiled work, and 


accidents. 
4. Speed and efficiency in eliminating 
disturbances and irregularities in machine 


or materials. 
5. Quality of product, in the narrower 


sense. 


These are illustrative of measurable 
aspects of a worker’s contribution to 
output. Other closely related criteria 
of significant aspects of behavior are 
amount of earnings; time required to 
learn the job; rate of advancement; 
stability, or length of service; absences; 
illnesses; time lost through accidents 
and minor mishaps; number and value 
of suggestions made. 

All these data are recorded by firms 
whose managers wish to base their de- 
cisions on facts. They also keep rec- 
ords of conflicts, both individual and 
group: violations of rules; disagreements; 
emotional flare-ups; acts of insubordi- 
nation; strikes and lockouts; and also, 
when known, acts of sabotage and 
voluntary restriction of output.® 

Difficult to ascertain, and yet possible 
to measure with some useful degree of 
reliability, are the more personal and 
subjective aspects of a worker’s be- 
havior: zest and interest in work; fa- 
tigue, weariness, and boredom; worries 
and pessimistic reveries. 

Of great practical concern to workers 





3 On the extent and nature of workers’ restriction 
of output in factories uninfluenced by trade unions, 
and the reasons employees have for doing less than a 
full day’s work, see Mathewson, S. B., Restriction of 
Output, just published by the Viking Press, New York. 
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and managers alike are those subjective 
aspects of behavior subsumed under the 
broad term, morale. Closely related to 
morale are feelings of satisfaction and 
dissatisfaction. Does psychology have 
a yardstick for satisfaction? Can a 
man’s happiness be measured? Not 
very precisely. But investigators like 
Hersey* have taken strides in that di- 
rection. In his study of emotional 
cycles among workers in a railway shop, 
made while associating intimately with 
these employees daily for many months, 
he not only recorded their fluctuations 
of output, tested their physiological 
condition from time to time, and noted 
the circumstances both on and off the 
job which might be influencing their 
feelings and behavior; he also found it 
useful to construct a scale of happiness, 
with steps ranging all the way from a 
maximum of zest and satisfaction at 
one end to a maximum of worry at the 
other. This scale is no micrometer, but 
a rough yardstick in terms of which he 
recorded how the workers felt during 
each quarter of each working day. 
When these observations were charted, 
they brought to attention indications of 
periodic ups and downs. ‘The length of 
the cycles averaged five or six weeks. 
They were fairly constant for each 
worker, but differed for the different 
workers within a range of from three to 
nine weeks. This study, by the way, 
brought to light many considerations 
which have since proved useful in con- 
nection with supervisory conferences. 
Our present concern, however, is with 
the fact that quantitative measure- 
ments of feelings and attitudes, even 
though they yield only rough approxi- 
mations to an ideal accuracy, are never- 
theless being employed to advantage. 





‘ Hersey, Rex B., “Cycles in Workers’ Efforts and 
Emotions,” Engineers and Engineering, 1929, Vol. 46, 
pp. 162-166. 
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Measurements of group morale, such as 
those made by Houser,® have a relia- 
bility somewhat higher than is possible 
with measures of individual attitudes. 
Thurstone’s® scales for attitude meas- 
urement are illustrations of the most 
accurate measuring-sticks so far de- 
vised for use in this type of research, 
One of the necessary steps in contempo- 
rary psychology is the preparation of 
such scales and the determination of the 
reliability and validity of the measures 
yielded by them. 

It is not enough, however, for the in- 
dustrial psychologist to identify the 
significant aspects of industrial behavior 
and to construct scales with which they 
can be measured. To ascertain and 
measure the conditions which determine 
this behavior is, for purposes of con- 
trol, an equally essential step. What 
then are the measurable factors con- 
ditioning such human behavior as we 
have been considering? 


Conditions Related to Behavior 


In a long list of such variables the 
first is the worker’s fitness, his indi- 
vidual abilities and characteristics, such 
as age, education, and experience; emo- 
tional stability; interests; special apti- 
tudes and talents; skill; intelligence; 
adaptability; strength and _ health. 
Each of these variables is susceptible of 
measurement, of more or less pre- 
cise quantitative evaluation. Thesame 
may be said of the worker’s social and 
economic status. Next may be men- 





5 Houser, J. D., What the Employer Thinks. Cam- 
bridge: Harvard University Press, 1927. 

¢ Thurstone, L. L., “The Measurement of Opinion,” 
Journal of Abnormal and Social Psychology, 1928, 
Vol. 22, pp. 415-430¢. ‘Attitudes can be Measured,” 
American Journal of Sociology, 1928, Vol. 33, PP: 
529-554. “Theory of Attitude Measurement,” 
Psychological Review, 1929, Vol. 36, pp. 222-241. 
Thurstone, L. L., and Chave, E. J., The Measurement 
of Attitude. Chicago: University of Chicago Press, 


1929, 96 pp. 
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tioned the length and adequacy of his 
om training for the job and on 
he job. Extremely important is the 
amount and kind of personal super- 
vision which he receives. 

Then there is the organization of the 
work—layout, routing, supply of mate- 
rials, instruction cards; work methods; 
tools and machines; postures imposed; 
variety or monotony of the task, etc. 
Hours, rest periods, and length of work- 
ing week are easily measured; also, some 
of the work surroundings, such as light- 
noise. The social surroundings, the at- 
titudes and behavior of fellow workers, 
are less readily described in quantita- 
tive terms. 

Financial incentives, such as group 
bonus, and some of the nonfinancial 
incentives can be stated quantitatively; 
factors such as opportunity for ad- 
vancement and uncertainties concern- 
ing layoff, wage cuts, accidents, health 
hazards, and old age, however, cannot 
be ov erlooked as determiners of be- 
havior on the job. Indeed the whole 
range of personnel and management 
policies and methods must be reckoned 
with, including, for example, provision 
for employee participation in manage- 

ment, group insurance, unemployment 
compenstiiaiie and the like. And fi- 
nally, there are all the factors involved 
in the employee’s life outside working 
hours, his food and sleep, his standard 
of living, his use of leisure, and his home 
conditions. 

These, then, are at least the chief fac- 
tors conditioning individual behavior in 
industry. It is the task of industrial 
psychology to measure them and to 
relate them as definitely as possible to 
the various measurable aspects of in- 
dustrially significant behavior. 

Each aspect of significant industrial 
behavior listed in Column A, such as 


proportion of spoiled work, rate of 
advancement in salary or in responsi- 
bility, or degree of satisfaction in the 
job, has actually been measured or 
quite conceivably can be measured. 
Factors conditioning behavior such as 
those listed in Column B must also be 
measured, and their relationship ascer- 
tained to the behavior items in Column 
A. Interrelationships between the sev- 
eral variables within each of the two 
groups are also significant. Quantity 
and quality of goods produced, for 
example, are affected by regularity of 
attendance, number and severity of 
accidents, and other variables appear- 
ing in Column A, as well as by the 
conditions listed in Column B. The 
task, then, is extremely complicated. 

It does not follow, however, that the 
problem faced by the industrial psy- 
chologist is utterly baffling, so that the 
methods of science must be put aside in 
favor of shrewd, unaided common sense, 
or that intuitive, impressionistic execu- 
tive judgments based on conference 
and pooled “experience” are superior 
to precise records, measurement, and 
controlled experiment. True, the an- 
swer in its entirety is not going to be 
found in this generation, or the next. 
But taking the problem bit by bit, 
exploring minutely the relations of one 
of its variables to a few of the others, 
the findings often turn out to be of 
immediate practical value. 


Hours, Earnings, and Morale 


Among current investigations in 
which managers, workers, and psychol- 
ogists are cooperating, some of the most 
timely are concerned with the effects of 
layoff and of part time on employees’ 
feelings, attitudes, and _ proficiency. 
Everyone appreciates in a general way 
how profoundly the sense of insecurity 
and the anxieties induced by idleness, 
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Cuart I. Tue Fievtp or Inpustriat Psycuo.tocy 
Variables to be Measured and Related 


A. Measurable Aspects of Significant Industrial 
Behavior 


Output 
Quantity of output 
Quality of output 
Proportion of spoiled work 
Excellence of product 
Variations in output 


Earnings 

Savings 

Absenteeism, lateness 
Labor turnover 


Labor stability 
Length of service 


Time required to learn 

Rate of advancement 

Health 
Medical-examination data 
Records of illness 

Safety 
Accident frequency and severity 

Lost time; minor mishaps 

Suggestions—number and value of 

Conflicts, individual and group 
Disagreements; emotional outbursts 
Acts of insubordination 
Restriction of output, sabotage 


Strikes, lockouts 


Fatigue (decreased capacity) 
Energy-cost (oxygen consumption) 


Fatigue (feelings of weariness) 

Interest in work 
Feelings of zest; absorption in task 
Feelings of boredom, distaste, unrest 


Reveries, worries, hopes 


Morale, labor attitudes 





Satisfaction, contentment ] 


as 
related 
to 
















B. Factors Conditioning Behavior 


Fitness for work 
Individual abilities, characteristics, ang 
desires, such as 
Age, education, and experience 
Interests; ambition 
Emotional stability 
Intelligence 
Strength and health 
Special aptitudes and talents 


Social and economic status 
Training 


Supervision 
Methods and attitudes of supervisors 


Organization of work 
Layout, routing, supply of materials, instruc- 
tion cards 
Work methods, tools, machines, postures, 
variety, etc. 


Hours, rest periods 


Work surroundings: lighting, ventilation, noise, 
music, fellow workers, etc. 


Financial incentives 
Salary, wages; fairness of rate 
Method of payment: day wage, piece rate, 
group bonus, etc. 


Non-financial incentives 
Supervisory encouragement or drive 
Approval of fellow workers, honor roll, ¢ic. 
Graphic record of production 
Group rivalry, etc. 


Opportunity for advancement 


Uncertainties concerning wage cuts, accidents 
health hazards, old age, unemployment 


Miscellaneous: personnel and management poli- 
cies and methods; provision for participation 
in management; group insurance; unemploy- 
ment compensation; etc. 


Life outside working hours 
Food, sleep, etc. 
Standard of living 

Use of leisure 





Home conditions 
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reduced earnings, and the necessity for 
readjusting the family standard of 
living affect a man’s competence and 
his self-command. But when it comes 
to more precise and detailed knowledge 
regarding the mental consequences of 
alternative ways which different firms 
have used in meeting and cushioning 
the impact of unemployment, the data 
are meager in the extreme. Facts are 
needed, in order to decide which of the 
various methods of dealing with the 
necessity for curtailment of output are 
least damaging to morale and to mental 
health. Kornhauser, in an inquiry now 
being made in a Wisconsin industry, 
has been sharpening the tools of re- 
search in their application to these 
problems. Such studies should be 
duplicated in different industries and 
localities, and the findings pooled. 
This is the time to make them. 

A closely related problem is now being 
studied in a New England factory, the 
question being, how can their unem- 
ployment-compensation plan be im- 
proved? ‘This plan, introduced several 
years ago, has worked splendidly as an 
incentive to management to budget 
production and to coordinate sales effort 
with factory capacity. Seasonal peaks 
of employment have been cut down. 
A stable working force was maintained, 
at a high level of morale, until the plan 
collided with the current business de- 
pression. Then, after nearly a year of 
decreased sales, the management awoke 
with dismay to the realization that the 
plan was having just the opposite effect 

that which executives and works 
committee had originally intended. 
Uhey had overlooked the psychology 
of the foreman and the tremendous 
pressure which the plan exerted on him 
to resort to permanent dismissal instead 
i part time. Those on the pay roll 
till receive unemployment compensa- 


tion after one day of idleness, but the 
pay roll itself has been shortened thirty 
per cent. The plan, needless to say, 
will be revised before another business 
cycle plunges the industry into a period 
of drastic curtailment, revised in the 
light of psychological as well as eco- 
nomic facts. 

But we must not linger in the shadow 
of the present depression. What of 
scientific research on individual differ- 
ences between workers and the relation 
between these measurable differences 
and behavior on the job? 


Health, Aptitude, and Personality in 
Relation to Accidents 


Street-car motormen operating in the 
hazards of city traffic differ greatly in 
the number of collision accidents in 
which they become involved. These 
differences are not mere matters of luck, 
for a study of individual records over a 
period of years shows that about 20 per 
cent of the men have been consistently 
in the prone-to-accident group, year 
after year. The ordinary methods of 
safety education and supervision, effec- 
tive with the majority of the employ- 
ees, have not adequately reached these 
accident-prone men. ‘They have seen 
the same posters and taken part in the 
same safety contests as the rest of the 
motormen, and yet have continued to 
have more than their share of collisions. 
In order to develop effective ways of 
curing these particular men of their 
accident tendencies, it is first clearly 
necessary to find out how these tenden- 
cies are related to other differences. 
It is important to know the relation 
between susceptibility to accidents, 
and such variables as age, experi- 
ence, specific operating skills, knowl- 
edge, health, native aptitude for this 
kind of work, and attitude toward the 
responsibilities of the job. 














a 





46 HARVARD BUSINESS REVIEW 


An excellent opportunity for the 
continuous study of such variables 
and for controlling them in the interest 
of public safety and of reduced operat- 
ing costs has been supplied by the 
Boston Elevated Railway from 1927 
until the present time.’ 

The first published account of this 
work? reported statistical data showing 
decrease of accidents with experience 
and with age up to 65 years; an inverse 
relation between accidents and operat- 
ing efficiency as measured by automatic 
coasting-time recorders; and a positive 
relation between high blood-pressure 
and accident susceptibility. Other 
findings have been reported from time 
to time, together with descriptions 
of the means employed in bringing 
about a large reduction in the number 
of collisions with other vehicles and 
with pedestrians. For present purposes 
a single study of 86 motormen is 
selected, to illustrate the value of 
ascertaining how a man’s accident 
record is related to his health, his 
aptitude for the job, and his attitude 
toward it. 

This study, carried through by my 
associates, C. S. Slocombe and O. M. 
Hall of the Personnel Research Federa- 
tion staff, was reported in the Eugenical 
News for February, 1930. Half of 
these motormen had had more than 


7In these efforts to understand and to eliminate 
the personal causes of accidents, the 2,500 street-car 
motormen and bus operators have cooperated, as 
well as the street inspectors, supervisors and division 
superintendents, and the committee of the manage- 
ment at whose request the work was undertaken. 

8 Slocombe, C. S., and Bingham, W. V., ‘“‘Men Who 
Have Accidents.” Personnel Journal, 1927, Vol. 6, 
pp. 251-257. 

See also, Bingham, W. V., “‘ Personality and Public 
Accidents: A Study of Accident-prone Drivers.” 
Transactions, Seventeenth Annual Safety Congress, 
National Safety Council, 1927, Vol. 3, pp. 174-182. 

Dana, Edward, and others, Safety on the “El.” 
Presentation of the Boston Elevated Railway for the 
Brady Memorial Award. Boston, 1929, pp. 51-88 
and 187-190. 


the average number of collision acci- 
dents. Forty-three of them then we 
may call high-accident men; forty. 
three, low. They were selected and 
paired for age, length of service 
and operating conditions. These two 
groups differing in ability to avoid 
accidents were compared with reference 


TasBLe 1. AssOcIATION BETWEEN AccIpENT Prove. 
NESS AND VARIOUS CONDITIONS AMONG 43 
MororMEN with Hicua Accipent Recorps 

AND 43 witH Low Accipent ReEcorps, 
Parrep For Lenctu oF Service, Acz, 
AND OPERATING ConDITIONS 




















| Coefii- 
Condition Present High|Low| ‘tt of 
Associa- 
| tion, Q 
Herni | 

I EE OR eM kT 7 0! ¢.00 
Abnormal blood-pressure............. | wis 82 
PA rrr ee. 4 Br 
Psychological Trait ‘‘S"’ (score 3 or| 

MBOTO) . eccceccccccvccccececsseses 7 I 81 
Insubordination (one or more reports,| 

BOOB“ 2199S). 0.0 ccessvccsscsccses It 2 75 
Psychological Trait “S"’ (score 2 or 

MOTE)... 20.0000 sesneeessceseens 17 5 66 
Operating delinquencies.............. 18 7 57 

hs da intats art kel ol Wien A oleate Mekal | It 4 54 
Methacms Meteeed.......cccccccsecces 10 4 .49 
Bons 5s cctscssddsesccssceat 23 | 1 41 
ENE ee ee 12 é 41 
Psychological Trait ‘“‘G*’ (score ro or! 

MIOES) o ccccccccevccsescevegecosece 12 7 x 
Delinquency record (signs, etc.)....... 7 4 31 
Psychological Trait “G " (score § or 

er ee mee 20 |] 14 28 
Complaints by patrons............... 13 | 11 12 
Dullness (observed during testing) .... 9 7 .12 
Record of shorts and overs........... 13 | 12 .04 
Overtime (earnings over $2,300)....... Ir | 12 | —.06 
Breaks in employment............... 7 8 | —.08 

Less Reliable Items: 
PR. . cena cpdnie sae ae Maan ead I 52 
Economic status (chiefly trusteed| 

Rs ary naan eee rns 2 ene | gas .27 
Defective vision (not serious)......... 3 27 
Difficult home conditions............. 3 3 00 
Medical not specified above........... | 3 3 .00 





Explanation of Table: 

Psychological Trait ‘‘S" means relatively poor performance 
in a serial-action test. i 
Insubordination means a recorded instance of insubordina- 
tion within the previous three years. : 
Delinquencies means a record of operating ahead of time 

not slowing up at street intersections, eéc. 

Misses means failure to report. 

Setbacks Refused means refusal of operator to follow regula- 
tions when he has been long delayed in arrival at the 
end of his run. } 

Psychological Trait ‘‘G"’ means a group factor: relatively 
poor performance in the whole battery of tests. 

Shorts and overs means turning in more or less money than 
is shown by the register. 

Overtime means a large amount of overtime work as deter- 
mined by reference to earnings. (Motormen regularly 
earn from $1,900 to $2,000 a year. They are paid time 
and a half for overtime. We made this inquiry to see 
whether fatigue during overtime tended to increase 
accidents; but even in excessive overtime, indicated 
by average annual earnings of at least $2,300, we found 
the same proportion among the high- and the low- 
accident groups. Perhaps the explanation is that the 
men who secure this extra work are older, safer men, 
assignment to overtime work being strictly in order ol 
seniority, among the men available.) 
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to 24 other variables. The results are 
-ymmarized in the accompanying table. 

Here is evidence that accident prone- 
ness is associated with personality 
defect or uncooperative attitude, as 
measured by records of insubordination, 
operating delinquencies, and failure to 
report for duty. Thirty-nine per cent 
of the high-accident men but only five 
ser cent of the low-accident men were 
defective, as measured by this record 

f uncooperative behavior. Forty per 
cent of the high men and twelve per 
cent of the low showed lack of aptitude, 
as measured by test “S.” Forty- 
nine per cent of the first group and nine 
per cent of the second had some health 
defect, as determined by the medical 
examinations. 

At least one of these three conditions 
was present in 77 per cent of the high- 
accident cases, and in 23 per cent of the 
low-accident cases. ‘The most interest- 
ing finding, however, comes to light 
when we compare the proportions of 
high- and low-accident men among the 
38 motormen who had more than one of 
these conditions. Thirty-six of them 
are high-accident men; only two are 
low. Stated differently, the presence 
of more than one of these conditions in 
the same individual occurs in 42 per 
cent of the high group, but in only 2 
per cent of the low group. In other 
words, within this sample of 86 motor- 
men, if a man is defective in health 
and aptitude, or health and personality, 
or aptitude and personality, as mea- 
sured in the way here described, the 
chances are less than one in twenty that 
he will be found in the low-accident 


group. 


Safety Increased through Research and 
Informed Supervision 


Findings of this kind emphasize the 
necessity of individualized treatment 


of accident proneness, a treatment 
based on diagnosis of behavior patterns 
exhibited both on and off the job, 
supplemented when necessary by med- 
ical and psychological examinations. 
Treatment then takes the form of 
specific instruction, medical attention, 
encouragement, or discipline, as the 
individual case may require, to- 
gether with close supervisory follow-up. 
Much has been accomplished through 
the regular channels of supervision, as 
street inspectors, safety supervisors, 
and division superintendents have ac- 
cepted responsibility for dealing with 
the motormen and bus operators in a 
manner which clearly recognizes the 
differences between the individuals 
whose work they oversee—differences 
in ability and strength, differences in 
skill and alertness, differences in tem- 
perament and health, differences in 
physique and age, differences in knowl- 
edge and training, differences in family 
circumstances and financial status, dif- 
ferences in worries, anxieties, hopes, and 
ambitions. Underlying all this effort 
is the definite knowledge gained through 
experimental and statistical studies 
of the sort described, together with 
analytical studies of the motorman’s 
job, accident-location studies, analysis 
of individual accident records, clinical 
studies of accident-prone men, and 
close observation of the details of their 
actual operation. ‘The practical result 
has been that collision accidents have 
been reduced more than 43 per cent. 
Men and management are proud of 
their fine accomplishment, and public 
goodwill toward the road has been 
increased among the car riders and 
pedestrians of the metropolitan district 
which it serves. The financial saving 
effected through decrease in deaths, 
personal injuries, and property damage 
has exceeded $400,000. Industrial psy- 








CORRECTION 


Chart 2, page 48, Harvard Business Review, October, 
I9j3l. 


Cuart 2. CoLuisions PER 10,000 MILEs oF 
OPERATION 
Showing 43 per cent decrease in collision accidents 
on the street-car lines and bus routes of the Boston 
Elevated Railway since adoption in 1927 of policy 
of differential treatment of accident-prone operators, 
based on thorough study of individual needs. 
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chology has its economic as well as its 
humanitarian values. 

The temptation is strong to dwell on 
the subject of job behavior as measured 
by accident records and costs and to de- 
scribe studies of conditions both mate- 
rial and mental, significantly related to 
accident susceptibility. 

The story would be long, if all were 
told. Distinguished psychologists in 
Germany, Russia, France, Denmark, 
Italy, and other lands have explored 
the mysteries of motive and habit, at- 
tention and distraction, visual acuity, 
reaction time, susceptibility to fatigue, 
self-control, and other aspects of human 
nature, in search of obscure causes 
of proneness to accidents and ways of 
eradicating them. Our colleagues of 
the British Industrial Health Research 
Board® have studied large numbers of 


9 Farmer, Eric, and Chambers, E. G., “A Study of 
Personal Qualities in Accident Proneness and Pro- 
ficiency,” Industrial Health Research Board Report No. 
55. London: H. M. Stationery Office, 1929. 80 pp. 

Farmer, Eric, ‘‘Psychological Study of Accident 
Proneness.” Personnel Journal, 1930, Vol. 9, pp. 


115-120. 
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apprentices and employees in shipyards 
and factories, to determine the relation 
of accidents to monotony of work, to 
proficiency, and to various differences 
of ability and personality. Their sta- 
tistical investigations early proved that 
industrial accidents do not just happen: 
they are not distributed among the 
workers according to the laws of chance, 
In this country also, in studying records 
of accidents among factory employees 
as well as among street-car motormen 
and automobilists, more than half the 
accidents have been found to occur toa 
relatively small proportion of the men. 
These accident-prone workers are for 
the most part as eager to avoid acci- 
dents as any of the others. They have 
had the same training and supervision, 
but evidently require a more special- 
ized, individual treatment. So the 
problem of the industrial psychologist 
is clearly that of developing the most 
effective ways of studying these acci- 
dent-prone men and helping them to 
change or to compensate for their par- 
ticular tendencies. 


Employment-office Data and the Learning 
Curve, in Relation to Cost of Training 
and to Ultimate Success and Stability 


The marked improvements in the ac- 
cident situation which have resulted 
from these studies of the causes and 
cure of individual susceptibilities to ac- 
cident are wholly due to better per- 
formance of men already employed, not 
at all to the adoption of new procedures 
of selecting candidates for the job. 
There has been an extremely small 
labor turnover, with no need for refine- 
ments in the hiring process. In other 
situations, however, initial selection of 
workers is the main problem, and man- 
agement is interested in any data ob- 
tainable at time of hiring which have a 
demonstrated relationship to ultimate 
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rmance. Bridgman’s study of suc- 


-ess in college and in business is here 
‘1 point.2 Then, too, after hiring it 


useful to measure rate of progress as 

1id in predicting probable ultimate 
hievement. How important it some- 
is to watch the individual learning 
- and to use it in forecasting the 
inal level of proficiency was illustrated 
> the course of an inquiry in which 


bilge 


the writer studied a group of women 


raged in tending machines which 


wind paper insulation on strands of 


per wire. Their output is deter- 
ined in part by the speed of the whir- 
ng machines, in part by the quality of 
- paper, since every break means de- 
y. The worker’s contribution to the 
itput is mostly of Lipmann’s Type 4. 
varies with her quickness and efh- 
ncy in eliminating disturbances and 


irregularities—in stopping one of the 


ads the instant a break in the paper 
irs, mending the break, and getting 
» head started once more. The job 


demands manual dexterity, strength 


| alertness, and also certain charac- 
tics of temperament and emotional 
nce; a willingness to work at this 
| of task and to be satisfied; and a 
mmand which enables the oper- 
to maintain a steady poise when 
isual output is suddenly reduced 
use something has gone wrong with 


her machine. If she is high-strung she 


mes excited under these circum- 


stances so that matters quickly go from 


to worse; whereas, if she avoids 
ming irritated or confused when 

r three of the heads she is tending 
vrong at the same time, her output 
not sufferso much. Such a person 

t only produces more; she is more apt 
contented and to continue at the 
The problem of initial selection 


nnel Journal, June, 1930, Vol. IX, pp. 1-19. 


consequently pointed toward a more 
precise use of items of information 
about the personality already obtain- 
able on the application form, in personal 
interview, and in the medical exami- 
nation. I have elsewhere" described 
the statistical methods used in ascer- 
taining which of these items proved to 
be significantly related to stability on 
the job. Here I shall refer to predic- 
tions made from the new employee’s 
learning curve. It was a question 
whether a new worker should be kept on 
this job after she had shown that she 
was not progressing so rapidly as the 
average learner. In other words, how 
closely was rate of progress related to 
ultimate proficiency? Did the slow 
learner finally reach a high level of com- 
petence and become as efficient as the 
more rapid learner? Or was it possible 
to find a level of minimum achievement 
in the early weeks of learning, such 
that if the operator’s rate of progress 
did not reach that level it was advisable 
to see that she was transferred to some 
other type of work and replaced by a 
new employee who might perhaps prove 
to be more proficient? 

Although a guaranteed minimum rate 
of 38 cents an hour is paid from the 
beginning, the services are not worth 
this minimum during the training pe- 
riod. The difference between actual 
earnings and guaranteed earnings dur- 
ing training constitutes a deficit which 
amounts on the average to forty or fifty 
dollars per employee. Moreover, these 
girls are operating costly equipment. 
The interest on the investment in one 
of these elaborate machines, the space 
which it occupies in the factory, and 
all the rest of the overhead properly 
charged to it against the product which 





11 Comptes Rendus de la IVme Conférence Inter- 
nationale de Psychotechnique, pp. 228-234. Paris: 
Alcan, 1929. 





a oa 


we 


50 HARVARD BUSINESS REVIEW 


it turns out are about $2.25 an hour. 
This is nearly six times the wages of the 
operator. 

Between a new operator who proves 
to be barely able to earn her way 
eventually and stay on the job, and one 
who finally attains to the upper quartile 
in proficiency, the difference in cost to 
the firm during a period of thirty-six 
weeks was found to be $390. This 
means that the employment interviewer, 
by selecting an applicant who will be 
among the best 25 per cent of those 
engaged on this job as compared with 
one who is barely able to succeed, saves 
the firm his own salary fora month. It 
is clear how much it means to have at 
each of these machines a girl who gets 
from it the full output. 

We compared final proficiency with 
performance during the first week and 
found little correlation. The second 
week’s record was not much more 
valid as an indicator of future perform- 
ance, northethird. But by taking into 
account the first four weeks, it was 
possible to set a reliable standard. 
If, during each of these four weeks, a 
new operator failed to come up to the 
minimum established, the probabilities 
that she would ever become a highly 
proficient operator were so small that 
her transfer to other work was known to 
be a desirable move, in spite of the 
substantial investment already made in 
her training. 

Sound management practice now 
keeps more detailed individual records 
than formerly, and from time to time 
studies the data in order to discover 
relationships significant to the employ- 
ment interviewer, to the foreman, and 
to the managers who determine person- 
nel policies. Data as to feelings and 
attitudes, secured through personal 
interview, have their value in this 
connection, as well as the more objec- 


tive data regarding output, accidents 
attendance, and the like. The depend. 
ableness of the interview as an instry- 
ment for fact-finding in industria] 
studies has been made the subject of 
special investigation. We have put it 
to the test and checked the findings 
against objective data, in an inquiry as 
to the attitude of employees of the 
Crocker-McElwain Paper Mills toward 
their employment-guarantee plan, and 
also in an investigation of attitudes 
of 500 striking textile workers in New 
Bedford toward radical and conserva- 
tive types of trade-union leadership." 


Unexpected By-products of Industrial 
Research 


Current industrial investigations of 
the Western Electric Company in their 
great manufacturing plant at Haw- 
thorne are proving their practical value 
to employees and to management. 
The story was told in the Personnel 
Journal for February, 1930, by G. A. 
Pennock, M. L. Putnam, and Elton 
Mayo. These studies were initiated 
nearly four years ago, when a small 
group of women relay-assemblers was 
separated from the other employees in 
this department and a series of observa- 
tions and experiments was begun for the 
purpose of accurately determining in- 
dividual variations in output and the 
relationship of these ups and downs to 
conditions of work—particularly to 
such factors as method of payment, 
length of working day and working 
week, nutrition, sleep, length and dis- 
tribution of rest periods, and the like. 

The procedure required that condi- 
tions be maintained as nearly constant 
as possible for a period of weeks, 
followed by the introduction of a single 


12 Bingham, W. V., and Moore, B. V., How to 
Interview. New York: Harper & Brothers, 1931. 
Chapters XIV, XV and XVI. 
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change, such as provision for a light 
lunch at the time of the mid-morning 
rest pause. After a while another 
change was introduced, for example, 
shortening or lengthening the working 
day. All this time, each worker’s out- 
put was automatically recorded minute 
by minute. There was no pressure to 
speed up, no driving by the supervisor. 
But the workers were encouraged to tell 
how they felt, to comment on what they 
liked and disliked about the situation, 
and also to mention anything that 
happened outside of working hours 
which might be useful in accounting for 
their fluctuations in working efficiency. 

The outcome has been astonishing. 
Workers’ earnings and satisfactions 
have improved far beyond expectation, 
and in some degree quite independently 
of the changes made in physical working 
conditions. Information of real value 
was secured regarding methods of pay- 
ment, optimal number, length, and 
distribution of rest periods, mid-morn- 
ing lunches, and similar variables. But 
the management attaches far greater 
importance to what this experiment has 
revealed regarding the characteristics of 
effective supervision. The ability and 
willingness of the supervisor to listen 
rather than to shout orders; to know 
and understand each worker in his 
group; to be genuinely interested but 
not domineering; these are some of 
the aspects of good supervision which 
turned out to be vastly more potent 
than hours or rest periods or method of 
payment in improving the mental atti- 
tude of the employees and thereby 
increasing their productivity as well 
as their satisfactions. Indeed, a sys- 
tematic procedure has been adopted, 
through a program of employee inter- 
viewing and a new type of supervisory 
training, in order to extend throughout 
the works to all the 30,000 employees 


some of the benefits first brought ciearly 
to light in this modest experiment. 
Here, as in many scientific researches, 
the unexpected by-products have ex- 
ceeded in value the direct returns, 
important as those have been. 
Gradually industry is realizing the 
great potentialities of such experiments 
as these. Management is carrying over 
into the realm of human behavior the 
same scientific ideals that it has long 
demanded of the chemist, the metallur- 
gist, and the engineer. In so doing it 
has taken steps toward the development 
of a well-rounded industrial psychology. 


Functions Performed by Research in 
Industrial Psychology 


Following these sample instances of 
research directed toward determining 
precise relationships between human 
behavior and industrial conditions, the 
question may be asked, what functions 
are performed by such research? 

Obviously the major function is the 
buttressing of executive judgment—the 
replacing of opinion by fact, the cor- 
rection sometimes of common sense, the 
grounding of policy and practice in 
certainty rather than in conjecture. 

We have observed such research 
functioning to bring to light problems 
previously unsuspected or ignored. It 
is not easy to predict in advance just 
where a psychological inquiry will lead 
or what unexpected findings will turn 
up. Research is an adventure. Sel- 
dom has a thoroughgoing attempt, 
made to devise and validate employ- 
ment tests for a specific occupation, 
failed to lead management to a fresh 
and wholesome scrutiny of its criteria 
of success on that job. The occupa- 
tional analysis, which precedes the 
tentative selection of tests to be tried, 
often discloses improvements to be 
made in ways of doing the work or of 
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training the worker. One factory man- 
ager tells me that he values the 
research his plant psychologist has 
done, first of all because it has led his 
foremen to think. “She earns her 
salary and more when she goes out into 
the plant to follow up the success of the 
applicants she has examined, and insists, 
in her friendly way, on getting real 
facts from our supervisors.” Perhaps 
not the least important function per- 
formed by psychological research in an 
industrial organization is the develop- 
ment of an attitude, a habit of thinking, 
on the part of executives. It is an 
attitude of inquiry, a habit of search 
for facts, an open-mindedness, a pref- 
erence for experiment rather than for 
reliance on tradition or on snap judg- 
ments. One manufacturer said to me 
of his plant psychologist, “He is my 
anchor.” 

Yet another function of psychological 
research in an industry is to bring the 
human factor into perspective. Execu- 
tives, absorbed in problems of engineer- 
ing and finance, of processes and 
materials, of plant layout and produc- 
tion schedules, sometimes tend to take 
workers and supervisors for granted. 
But when these executives are investing 
good money and time in psychological 
studies, a greater part of their thought 
and attention becomes definitely fo- 
cused on the effectiveness and happi- 
ness of their personnel. 


Ways of Furthering Research 


How may well-planned research in in- 
dustrial psychology best be advanced? 

In England it has been advanced 
chiefly through two agencies, one gov- 
ernmental, the other a private founda- 
tion sustained in part by fees for the 
industrial services of staff members and 
in part by contributions. The first of 
these is the Industrial Health Research 


Board, engaged in studying funda. 
mental questions of industrial fatigue 
of monotony and boredom, of accident 
proneness, and of proficiency in relation 
to personality and specific aptitude, 
Its specialists have had entrée to great 
industrial plants as well as to govern- 
ment shops. They have been more 
concerned to lay sound foundations of 
a general character than to make spe- 
cific applications of the facts and prin- 
ciples discovered. 

The National Institute of Industria] 
Psychology on the other hand sends its 
staff members on request into a plant 
for a few weeks or months or longer, to 
make a survey of conditions, and then 
to work out and apply solutions to the 
particular problems found to be upper- 
most. Its Journal gives the reader a 
fascinating record of accomplishment in 
mines, railways, steamships, banks, and 
restaurants, as well as in factories and 
stores. ‘The two agencies appear to 
work in close harmony and to have the 
cooperation of university laboratories. 

In Germany, universities and techno- 
logical schools took the lead in develop- 
ing industrial psychology. There is 
scarcely an engineering college in Ger- 
many without its elaborately equipped 
psychotechnical laboratory. Govern- 
mental agencies have been active. The 
tramway companies, the state railways, 
the great steel works, the dye industries 
and many factories have their own 
psychological laboratories in charge of 
specialists with university training. 
Research in technopsychology has in 
recent years found a stimulus and a 
support more nearly comparable to that 

given to chemical studies and mechani- 
cal invention. 

What then of the United States? 
With a few notable exceptions, neither 
industries nor engineering schools have 
as yet placed advanced psychological 
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research on a secure footing, or in- 
trigued the more able and eminent 
psychologists to abandon the university 
lecture hall for the factory and the op- 
portunity to study human behavior 
where mature people are actually at 
work. ‘The exceptions have, however, 
been slowly increasing in number. In 
colleges of technology there has been, 
during the past ten years, a growing 
tendency to incorporate in the under- 
graduate curriculum an introduction to 
psychology with some references to its 
industrial applications. There are also 
instances in which engineering schools 
as well as schools of business have added 
to the faculty psychologists whose main 
concern is research. Some industries 
have placed a psychologist on the indus- 
trial-relations staff or in the division 
of research and planning. Some have 
secured the part-time services of a 
university psychologist. Others have 
sought consultation from agencies such 
as the Personnel Research Federation 
or engaged their staff members to carry 
through in cooperation with their own 
executives specific studies leading to 
installation of the results of the re- 
search in the regular practice of man- 
agement. Some firms have cooperated 
with the psychologists of the United 
States Civil Service Commission in 
establishing norms and standards useful 
in industry as well as in the government 
services. Each of these ways of ad- 
vancing research in industrial psychol- 
ogy is feasible and has demonstrated its 
merit. In view of the complicated 


nature of many of the problems and the 
need for studying them where mature 
people are at work, as well as in the 
seclusion of university laboratories, the 
value of coordinated effort should be 
stressed. 





Research should be functionalized. 
It needs a certain detachment from the 
immediacy of operating decisions. It 
requires specialization of background 
and training, as well as special facilities. 
It requires also ability to apply the 
findings within the practical situation. 
When a specialist with these qualifica- 
tions is found, he should be allowed to 
concentrate on his research, free from 
the pressure and distractions of other 
responsibilities. 

Management has, I believe, both a 
financial interest and a social responsi- 
bility in energizing and stimulating 
research within the area here considered; 
for what knowledge is more basic to 
industrial practice and to the progress 
of an industrial society than knowledge 
of the conditions affecting the “‘will-to- 
work,” and hence affecting both the 
earning power and the happiness of 
those who labor? 

The outlook for the future depends 
largely on the attitude of industrial 
leaders. Universities, engineering col- 
leges, government agencies, and other 
research centers will respond by making 
adequate provision for fundamental, 
long-time studies, when executives insist 
on basing managerial decisions on a 
more solid foundation of scientifically 
ascertained facts regarding the feelings 
and behavior of people at work— 
behavior as related to the entire circle of 
incentives and influences, physiological, 
psychological, and social, as well as 
physical and economic, which profound- 
ly affect proficiency and satisfactions. 
In the over-all planning which the evolu- 
tion of business and manufacturing now 
requires of industrial statesmanship, 
research in industrial psychology will 
doubtless find its appropriate place. 




















THE FIRST YEAR OF THE BANK FOR 
INTERNATIONAL SETTLEMENTS 


By RUSSELL D. KILBORNE 


moving the reparation question 

from the field of politics and 
diplomacy and placing it in the field 
of finance, where it properly belongs, 
the Bank for International Settlements? 
celebrated its first birthday on March 
31, 1931.2, The Bank showed a sub- 
stantial growth during this period and 
finished the year with a profit. This 
happened despite the difficulties which 
the B. I. S. faced from its inception. 
These difficulties were the feeling of 
jealousy in England because the Bank 
was not located in London which might 
impair its financial prestige, the dis- 
trust with which it was greeted in the 


(oe: with the aim of re- 


1 Hereafter abbreviated B. I. S. 
2 The first fiscal year comprised a 1044 month 
period beginning May 17, 1930, and ending March 31, 
1931. This period will be referred to as a fiscal year. 
There has already developed a considerable volume 
of literature on this newcomer in the field of finance. 
See especially Harry D. Gideonse, The International 
Bank (New Brunswick, N. J., Bureau of Economic 
and Business Research, Rutgers University, 1930), 
80 pp.; Paul Einzig, The Bank for International Settle- 
ments (London, Macmillan and Co., Limited, 1930), 
179 pp.; K. P. Van Der Mandele, The Bank for Inter- 
national Settlements in HARVARD BUSINESS REVIEW, 
January, 1930, pp. 129-136; George W. Dowrie, The 
Bank for International Settlements in Proceedings of 
the Institute of Finance (Occidental College, Los 
Angeles, 1931), pp. 25-30. The best short account 
of the B. I. S., I have found is in the Monthly Review 
of the Midland Bank Limited for October-November 
1930, pp. 1-9. Paul Einzig in The Fight for Financial 
Supremacy (London, Macmillan and Co., Limited, 
1931), pp. 118-126, considers the B. I. S., in relation 
to the fight between Paris and London for financial 
supremacy. He advances a number of reasons why 
the Bank should have been located in London. The 
Proceedings of the Academy of Political Science for 
January, 1931, deals with The Young Plan in opera- 
tion. Much of it is devoted to the B. I. S. The 
better metropolitan papers publish each month a 
balance sheet of the B. I. S. and they also carry news 
items about it on frequent occasions. 
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United States due in part to the attitude 
of the State Department in not permit. 
ting ‘“‘any officials of the Federal 
Reserve System either to themselves 
serve or to select any American repre- 
sentatives of the proposed Internationa] 
Bank,” a press and radio campaign 
characterized largely by inaccuracies 
and misconceptions and a general feel- 
ing that the Bank might interfere 
with vested interests. Other difficul- 
ties which the B. I. S. encountered 
during the first year of its operations 
were a business depression worldwide in 
scope and severe in character, political 
disturbances in India and Germany, a 
revolution in Spain and a general 
feeling of distrust throughout the world. 
But it is probably better for a new 
financial institution of this sort to be 
born in such an environment because it 
tends to produce caution, restraint and 
conservatism on the part of its manage- 
ment. At the same time, such an 
atmosphere tends to check expansion 
and undue optimism. Better, there- 
fore, for the B. I. S. to start its activi- 
ties during 1930 than 1927. It is the 
purpose of this paper to review the 
organization, growth and activities of 
the B. I. S. during the first year of its 
existence. I shall carefully avoid a 
forecast about the future because such 
forecasts are meaningless. 


The Organization of the Bank 


After having decided to locate the 
B. I. S. at Basle, Switzerland, the next 
step was to organize the Bank.’ Its 





3 The material in this section follows rather closely 
part of the address of Mr. Gates McGarrah before 
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organization is divided into three sec- 
tions; banking, relation with central 
banks and secretariat-general. The 
banking section has two divisions: 
one division is for foreign-exchange 
operations and the other for the receipt 
of deposits and making investments. 
This last division, because of the wide- 
spread nature of the banking activities, 
has three subdivisions based upon lan- 
guage requirements. One subdivision 
deals with markets where English is 
employed, a second where German is 
used and a third where French is the 
prevailing language. 

The division for relations with central 
banks is headed by M. Pierre Quesnay, 
who has had a long financial experience 
in Austria during the period of her 
reconstruction, as economic adviser 
to the Bank of France and as an expert 
attached to the Young Committee. 
This division has various departments 
charged with certain specific duties. 
One department maintains contact with 
central banks; another centralizes in- 
formation for organizing research on 
monetary problems, and for conducting 
the meetings of special committees 
consisting of representatives of central 
banks sent to Basle on occasion for the 
study of a specific problem. In general, 
this division does all the work involved 
in central bank collaboration—which is 
considered at some length later. The 
function of the secretariat general is 
to deal with administrative problems 
and includes the general accounting 
sections. 

The international character of the 
Bank is represented by the various 
nationalities employed and by its share- 





the Academy of Political Science. See Proceedings 
of the Academy of Political Science, January, 1931, 
pp. 27-28. 

*As of March 31, 1931, the total number on the 
stail of the B. I. S., exclusive of those used for the 
upkeep of the building and messengers, was 94. 





holders. The President is Mr. Gates 
McGarrah, an American, who resigned 
his position as Chairman of the Federal 
Reserve Bank of New York City to 
accept the post. He was formerly 
a member of the General Council of 
the Reichsbank in Berlin during the 
life of the Dawes Plan, and has had a 
long and eventful career as a com- 
mercial banker. His alternate, Mr. 
Leon Fraser, is also an American. ‘The 
General Manager is a Frenchman. 
And as of March 31, 1931, there were 23 
shareholders of different nationalities. 


Growth of Liabilities and Assets 


I shall consider the changes in the 
liability side of the balance sheet first, 
because it is the liabilities of a bank 
which determine, or should determine, 
the character of its assets. Failure 
to recognize this fundamental principle 
of banking is bound to result in failure. 
The liabilities of the B. I. S. can 
conveniently be placed in three groups 
—capital, long-term deposits, and short- 
term and sight deposits. 

Capital has been increased from 
77,500,000 Swiss francs, approximately 
$15,000,000 on May 21, 1930, to 103,- 
187,500 francs, or $20,000,000 repre- 
sented by an increase from 124,000 
shares to 165,100 shares having a 
nominal par value of 2,500 francs a share, 
of which 25% has been paid.® ‘These 
shares were controlled® by twenty-one 
central banks and a group of fourteen 
Japanese banks and three American 
banks. Since March 31, 1931, addi- 
tional shares have been allotted or 
authorized for delivery to four other 





5 First Annual Report of the Bank for International 
Settlements, Annexes 3 and 4. This document will 
be cited hereafter as First Annual Report. 

6 Control is used because the Statutes of the B. I. S. 
provide that the voting power is vested in the central 
banks even though such central banks may—two 
have done so—sell their shares. 
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central banks. Each of the largest 
shareholders—there are seven such— 
controls 16,000 shares. 

There are three long-term deposits. 
These are: Annuity Trust Account, 
German Government Deposit and 
French Government Guarantee Fund. 
These have grown from approximately 
$38,000,000 to $60,000,000.’ None of 
these accounts bears interest but each 
one is entitled to share in the profits 
of the Bank. The Annuity Trust 
Account is a deposit kept with the 
B. I. S. by the countries entitled to 
share in reparations and, if maintained 
for five years according to the provisions 
of the Hague Agreement of 1930, these 
countries are entitled to a share in the 
profits of the Bank.’ This account 
will presumably not increase in normal 
times but will, in all probability, 
show a substantial increase if Germany 
should pay only the conditional an- 
nuities. During the first fiscal year 
this account totaled about $30,000,000. 
The deposit of the German Govern- 
ment, according to the provisions of 
Article g of the Trust Agreement, 
is to be 50% of the amount kept by the 
creditor countries in the Annuity Trust 
Account. Hence, this deposit is about 
$15,000,000. The French Government 
Guarantee Fund is a deposit main- 
tained to equalize any short payments. 
Under the present plan, France is 
entitled to a portion of the uncondi- 
tional annuities in excess of her share of 
the total annuities. She has already 
secured a substantial part of her annuity 
payments by the commercialization 
and mobilization of these annuities. 
If, and this is more than a possibility, 





’ First Annual Report, Annexes 3 and 4. 

8 According to the provisions of Article 4 (e) of the 
Trust Agreement. It is also provided there that 
these deposits may be maintained by central banks 
but no central bank maintained such a deposit during 
the first fiscal year of the B. I. S. 


Germany pays only her unconditional 
annuities, some of the creditor coup. 
tries would not be receiving their 
shares of the unconditional annuities. 
To safeguard the other creditors jp 
such an emergency, France has made a 
deposit with the B. I. S.; this deposit 
will be increased in case postponement 
actually takes place. ; 

The growth in short-term and sight 
deposits* has been very large. Such 
deposits are itemized under the follow- 
ing captions: 

1. Central Banks for their own account. 

2. Central Banks for the account of 
others. 

3. Other depositors. 

The deposits of the last group are so 
small that they can be ignored. De- 
posits of the central banks for their own 
accounts have increased during the 
fiscal year from $5,600,000 to $28,400,- 
ooo, and for the account of others from 
zero to $16,000,000. These two de- 
posits, representing approximately 77% 
of the total liabilities on March 31, 
1931, had a maturity not to exceed six 
months. However, a very small part, 
approximately $2,000,000, or six-tenths 
of 1% of the total liabilities, had a 
maturity to exceed three months. The 
deposits of central banks for the account 
of others is presumably made for central 
governments; and it is this account 
which fluctuated a great deal between 
November and December, 1930, prob- 
ably because of payments made by 
various governments to our govern- 
ment. On November 30, 1930, this 
account totaled about $20,000,000; by 
December 31st it had declined to 
$6,700,000. Debt payments, or out 
payments as they are called, are made 
to our government on December 15th. 
It would appear, therefore, that the 





These accounts bear interest. The rate is not 
made public. 
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various governments utilized a very 
substantial part of this account to 


make remittances to the United States 


government. 10 


The first balance sheet of the B. I. S. 
for May 31, 1930, showed assets of 
302,700,000 Swiss francs, or approxi- 
mately $59,200,000; by March 31, 1931, 
they had grown to 1,901,149,000 Swiss 
francs, or $385,000,000—an increase 
of 600%. Between May 31, 1930, and 
March 31, 1931, sight funds have 
increased almost six times, redis- 
countable bills and acceptances two 
and one-half times, time funds 124 
times, sundry bills and investments 
seven times, and other investments 
nineteen times. The major percentage 
changes have been an increase in time 
funds from 2.3% of total assets on 
May 31, 1930, to 45.4% on March 31, 
1931, and a decrease in rediscountable 
bills and acceptances from 74.8% to 
32.1% of total assets between the same 
dates. The percentage changes in the 
other items have been negligible. 

These assets are very liquid because 
of the nature of the Bank’s deposits. 
Ouly 2% was invested in long-time and 
about 10% in intermediate-term invest- 
ments.'!_ Approximately 88 cents of 
every dollar of assets was, therefore, 
very liquid. This is sound banking 
because the deposits may be called 
upon at any time and the Bank must 
be in a position to meet these demands. 
Indeed, there is a greater moral obliga- 
tion upon the B. I. S. to maintain 
liquidity than the ordinary commercial 
bank, because the failure on the part 


Monthly Review of the Midland Bank Limited, 
October-November, 1930, p. 4. The process of 
making these transfers will be explained later. 

_ ‘Practically all this was invested in Germany. 
lhe Bank as a matter of policy was employing from 
about $20,000,000 to $30,000,000 in medium-term 
credits. First Annual Report, p. 5 and Annexes 
12a and 12b. 


of the B. I. S. to meet its obligations 
would have a more disastrous effect 
than the failure of an ordinary commer- 
cial bank to do so. The Bank is not 
permitted to make advances to govern- 
ments and, consequently, need not face 
the difficulty which has so frequently 
confronted central banks. 

While the major aim of the B. I. S., 
like that of the Federal Reserve banks, 
is not to make profits, they are none the 
less welcome and are not to be com- 
pletely ignored. ‘The Bank made gross 
profits of 15,143,000 Swiss francs, or 
$3,000,000 during the first fiscal year; 
and after deducting expenses relating 
to preliminary organization and instal- 
lation—a nonrecurring item—and costs 
of administration, the Bank made a net 
profit of 11,186,000 francs, approxi- 
mately $2,000,000.'* This is equivalent 
to 10% on the paid-up capital as of 
March 31, 1931. After crediting 5% 
of this sum to the Legal Reserve Fund, 
paying 6% on the paid-up capital, 
there remained 5,471,000 francs. Arti- 
cle 53 (d) of the statutes of the B. I. S. 
requires that 20% of this sum be 
credited to the Dividend Reserve Fund 
and 50% of this sum be credited 
to the General Reserve Fund. This 
leaves a balance of 2,168,000 francs to 
be distributed to the French Govern- 
ment Guarantee Fund and the German 
Government noninterest-bearing de- 
posit previously mentioned. ‘The bal- 
ance is to be distributed to the various 
creditor governments in accordance 
with the minimum long-term deposits 
kept with it. 


Trustee and Agency Operations 
The objects of the Bank according to 
its statutes are “‘to promote the cooper- 
ation of central banks and to provide 
additional facilities for international 





12 First Annual Report, pp. 2, 3 and Annex 5S. 
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financial operations; and to act as trus- 
tee or agent in regard to international 
financial settlements entrusted to it 
under agreements with the parties con- 
cerned.” The trustee and agency 
operations of the B. I. S. have to do 
with the receipt, administration and 
distribution of the annuity payments, 
according to the provisions of the 
Plan adopted at The Hague in January, 
1930, and acting as trustee and paying 
agent in connection with foreign-govern- 
ment bond issues. 

The Agent General of Reparation 
Payments turned over to the B. I. S. 
on May 17, 1930, his undistributed bal- 
ance equivalent to 182,691,764 reichs- 
marks; and after that date the B. I. S. 
assumed the management of the Ger- 
man Annuities.'* Germany deposited 
with the B. I. S. its certificate of debt 
with coupons attached and the same 
procedure was followed in connection 
with the certificate issued by the Ger- 
man Railway Company for its annual 
contribution to the amount of 660 
million reichsmarks per annum. Sub- 
sequently, Germany paid the equivalent 
of 1,368,000,000 reichsmarks to the 
B. I. S. which in turn distributed this 
sum to ten creditor countries. Some of 
these payments were in kind; and in 
connection with such payments B. I. S. 
has acted merely as a banker; it has 
assumed no responsibility for placing 
buyers in touch with sellers. By fol- 
lowing this policy, it has not become 
involved in any complaints such as hap- 
pened under the Dawes Plan. ‘These 
payments are credited to the accounts 
of the various central banks which in 
turn make them available to the creditor 
countries. By the terms of The Hague 
agreement of January, 1930, the B. I. S. 


13 These operations are considered in the First 
Annual Report, pp. 7-10, Annexes 6a, 6b, 7, 8, 9a, 
10, If. 
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also receives annuities from Bulgaria, 
Hungary and Czechoslovakia to he 
dispersed to ten creditor countries, 
Owing to the delay in the ratification of 
certain of The Hague Agreements, the 
necessary trust agreements, though 
agreed upon by the B. I. S. and these 
three countries, have not come into 
being. None the less, Czechoslovakia 
deposited before March 31, 1931, the 
equivalent of 20,000,000 gold marks 
and this sum has been distributed to the 
creditor powers. Both Bulgaria and 
Hungary deposited sums in the B. I. §, 
but these had not been distributed on 
March 31, 1931. 

The B. I. S. acts as paying agent of 
the trustees of the German Externa! 
Loan of 1924. As such it receives and 
distributes the funds necessary for the 
service of this debt. It also acts as 
trustee and paying agent for the Ger- 
man Government International 54% 
1930 Loan. This loan with a nominal 
value of $351,000,000 was sold in nine 
countries by various investment bank- 
ers who placed the proceeds of the loan 
at the disposal of B. I. S. which in 
turn distributed the money to seven 
different countries, including Germany, 
in accordance with the Paris Agreement 
of June 10, 1930. ‘This was a mobiliza- 
tion loan which enabled the creditor 
countries, especially France, to antici- 
pate a portion of the future German 
annuities. This mobilization of the 
unconditional annuities was one of the 
unique features of the Young Plan. 
France, having been allocated a part of 
the unconditional annuities in excess of 
her share of the total annuity payments, 
is obliged to maintain a balance with 
the B. I. S. to safeguard the other 
creditors in event the postponable 
annuities are not paid. This deposit 
previously mentioned came into being 
with the mobilization of these annuities 
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by the German External Loan of 1930. 
The Bank has done substantially similar 
work for Austria in connection with the 
Austrian Government International 
Loan issued in 1930 and having a 
nominal value of 439 million schillings 
or approximately $62,000,000. 


Central Bank Collaboration 


When the B. I. S. was proposed, 
central-bank cooperation was in the 
early stage of its development, although 
certain definite results had been 
achieved. The extension of contingent 
credits by the Federal Reserve banks 
to several central banks to assist them 
to stabilize their currencies on a gold 
basis, the earmarking of gold in one 
central bank for the account of another, 
investing foreign balances for each 
other, exchanging information and in 
general trying to coordinate their 
various policies—these had already been 
done. The B. I. S. supplies a focal 
point for such cooperation; it can be 
carried on regularly in an organized 
manner when hitherto it was quite 
personal and sporadic. Changes in 
personalities were quite important; pre- 
sumably they will be less important. 
The B. I. S. is an organization charged 
with this specific task, whereas there 
was no such financial institution hav- 
ing this work as one of its functions. 
The Bank has followed the policy of 
having the heads of the central banks 
meet in Basle at frequent intervals to 
consider problems of mutual interest; 
in addition, they have met at the 
regular monthly meetings of the Bank. 
Technical experts from central banks 
have assembled at Basle at frequent 
intervals to consider questions of mu- 
tual interest. As the Report has it, 
“No week has passed without visits 
being received from several Central 


Bank representatives.”"4 Such visits 
have been of assistance in promoting 
central-bank cooperation. 

This central-bank collaboration has 
already achieved some definite results. 
One was the agreement on the part of 
the central banks to accept gold bars 
of the fineness of .goo. This decision 
helped to remove a difficulty which 
became acute in 1930 when the Bank 
of France refused to accept gold inferior 
to a fineness of .g95. At that time gold 
was being shipped to France from 
England and the Bank of England 
decided to pay out bars of standard 
fineness (.916) because its stock of 
fine gold had been depleted. Because 
the Bank of France would not accept 
gold of such fineness, the gold with- 
drawn from the Bank of England had to 
be re-refined before it was accepted by 
the Bank of France; and this re-refining 
cost made the foreign exchange rates 
between Paris and London fluctuate in 
accordance with the fluctuating charges 
made for re-refining the gold. Belgium 
and Switzerland followed the French 
policy in this matter and their foreign- 
exchange rates fluctuated in sympathy 
with the French franc rate. The action 
of the Bank of France provoked wide- 
spread criticism at the time and led to 
unfriendly feelings between France and 
England.’® This difficulty has now 
been eliminated, thanks to the activities 
of the B. I. S.; and the free flow of 
the yellow metal for international finan- 
cial transactions has been facilitated." 
This result has, in a measure, reinforced 
the gold or gold-exchange standard 
and made the gold points of significance. 





“4 P. 6. 

18 For a consideration of this policy see Paul 
Einzig, The Fight for Financial Supremacy, (London, 
Macmillan and Co., Limited, 1931), pp. 110-117; 
T. Balogh, ““The Import of Gold into France” in the 
Economic Journal, September, 1930, pp. 442-460. 

16 First Annual Report, p. 7. 
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The B. I. S. has also secured the data 
necessary to enable central banks to 
avoid gold shipments and to utilize 
more effectively the foreign-exchange 
balances of the various central banks. 
In November, 1930, it was recom- 
mended that the central banks holding 
gold abroad should notify the B. I. S. of 
the amount and location, to permit the 
Bank to serve as a clearing house 
for banks having gold movements to 
make from one market to another, with 
the aim of avoiding these movements. 
Gold with a value of approximately 
$195,000,000 held abroad has been 
reported to the Bank, and the B. I. S. 
holds an additional unnamed sum in 
its own name for the account of central 
banks in London, New York and 
Paris.” This information, it is ex- 
pected, will make it possible to avoid 
unnecessary gold shipments with the 
frequent fluctuations in short-time 
money rates in various financial centers. 

Another step toward economizing the 
foreign-exchange reserves of the central 
banks has been started. A large num- 
ber of central banks are permitted, by 
statute, to keep their entire reserves 
in the form of foreign exchange on 
gold or gold-exchange-standard coun- 
tries. This has been one of the out- 
standing developments of the post-war 
period. It is estimated that total 
central-bank balances of foreign ex- 
change are between two and three 
billion dollars invested largely in the 
New York and London short-term 
money markets.'* When each central 
bank acts separately in this matter, 
the total so invested is bound to be in 
excess of the amount needed, if central 





1) First Annual Report, p. 7: Proceedings of the 
Academy of Political Science, January, 1931, pp. 
35-36. 

18 This is the opinion of Mr. Walter Stewart. See 
Proceedings of the Academy of Political Science, 
January, 1931, p. 40. 


banks act jointly through the B. I, $. 
At present a part of these reserves js 
kept with the B. I. S.; and this enables 
the various central banks, by means of 
book entries, to offset debits and 
credits without going through the for. 
eign-exchange markets. This is prob- 
ably especially true in connection with 
the annuity payments and the out. 
payments. According to the Young 
Plan, the B. I. S. informs Germany of 
the kinds of exchange it desires. This 
is then placed to the credit of the 
central banks for the account of others 
—central governments. These govern- 
ments then pay their creditors—France 
and Italy pay Great Britain each 
month and on the 15th of December 
and June, Great Britain, France and 
Italy pay the United States. In the 
absence of the B. I. S., France and 
Italy would have to buy sterling ex- 
change to be sent to the British 
Government and the British govern- 
ment in turn would be obliged to sell 
sterling and to buy dollars to be sent to 
the United States. This eliminates 
a number of cross dealings and the 
process of debt payments is facilitated 
because the Federal Reserve . Bank 
of New York has correspondent rela- 
tions with the B. I. S. 

These definite results and the studies 
to secure others indicate, as it is 
expressed in the First Annual Report, 
“Central-banking collaboration _pro- 
vides a field in which there remains 
vast room for gradual progress.” 


Promoting International Financial 
Operations 


The Bank is also expected to provide 
additional facilities for international 
financial operations. Some of the re- 
sults mentioned in the preceding sec- 
tion may be considered as coming under 
that head. But the banking policy 
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and operations of the B. I. S. have 
also helped to promote international 
fnancial operations. This is done by 
the investments of the B. I. S. Such 
investments must be liquid and made 
in countries having the gold or gold- 
exchange standard and they cannot be 
made in any financial center without the 
approval of the central-bank authorities. 
The B. I. S. has endeavored to move 
capital from markets where it is over- 
abundant to markets where it is rela- 
tively scarce. This procedure was fol- 
lowed in the autumn of 1930 when 
there was a severe depreciation in the 
reichsmark because of the widespread 
buying of foreign currencies, especially 
Swiss francs. ‘This resulted in a drain 
on the reserves of the Reichsbank. 





At the same time, it made it difficult 
for the Swiss National Bank to control 
credit conditions due to the influx of 
gold. The B. I. S. made additional 
purchases of reichsmarks at the time 
and increased its investments there. 
This policy doubtless helped to bring 
the reichsmark back to its gold parity." 
The B. I. S. has also moved capital 
from low-interest markets to high- 
interest markets to help in leveling out 
interest rates; it has moved funds to 
help out currencies which are seasonally 
or temporarily weak; and it has made 
investments with the aim of promoting 
credit facilities in various centers. 





9 Proceedings of the American Academy of Political 
Science, January, 1931, p. 33; The Midland Bank 
Bulletin for October-November, 1930, pp. 6-7. 

















FREE AND FIXED PRICES DURING THE 





DEPRESSION" 
By OSKAR MORGENSTERN 


ONG before the War, the number 
L of cartel organizations in Ger- 
many was increasing and includ- 
ing more and more important branches 
of industry. Generally the coming 
development was warmly received. It 
was expected that these monopolies or 
monopoly-like organizations would 
bring about a far-reaching stabilization 
of economic activity and the adjust- 
ment of the production machinery to 
the fluctuations of demand. In short, 
it was hoped that they would have a 
stabilizing effect upon general business. 
Also for the industries directly con- 
cerned, favorable effects were expected 
through an extensive rationalization 
whereby the weak and unfit enterprises 
of an industry would be eliminated in 
an orderly and effective manner. 
Because it was assumed that cartels 
would exercise a stabilizing influence, 
we are justified in inquiring as to their 
actual rdle during cyclical changes of 
business. The favorable attitude to- 
ward cartels went so far, in fact, that 
certain compulsory cartels, for instance, 
potash and coal, were created, which in 
later years achieved great importance. 
Even socialistic critics were not united, 
since some were inclined to perceive 
in the cartels the beginnings of the very 
desirable planned economy. In Amer- 
ica, on the contrary, as need not be 
explained here, the trusts and monop- 
olies were not able to secure the 
friendly support of public opinion. 
Furthermore, attempts were made with 





‘This is a translation from Mr. Morgenstern’s 
original article in German. 
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all means to proceed against them 
without achieving even approximately 
the desired result. Lack of confidence 
existed; it may safely be asserted that 
after a period of unscrupulous exploita- 
tion of the monopoly position, a more 
careful policy would be followed in 
view of this public opinion. This 
anti-monopoly American opinion found 
in Germany little echo, and one may 
even say that it could not be under- 
stood. Until very recently this at- 
titude prevailed, and under the in- 
fluence of temporarily strengthened 
socialistic opinions immediately after 
the War the attitude toward cartels, 
“‘concerns,”” monopolies became very 
friendly indeed, primarily because they 
were viewed as institutional character- 
istics of a fully developed capitalistic 
organization, but one in the last stages 
of existence. 


I 


The great crisis of 1929 revealed a 
new aspect of combinations besides 
that which had already been seen in 
America and had been opposed so 
strongly. It appeared that unquestion- 
ably the duration and intensity of the 
cyclical depression was effectively and 
essentially unfavorably influenced by 
these organizations. It was worthy 
of remark that often the erstwhile and 
warmest defenders of these economic 
phenomena were those to stress this 
point, although the idea they pre 
sented was really not new. Only in 
Germany did it seem new, because 
the stabilizing and the leveling char- 
acter of cartels had been particularly 
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emphasized in order to develop a 
favorable attitude. These stabilizing 
measures consisted chiefly in the even- 
ing up of production volume and, wher- 
ever possible, of a long-range planned 
price policy. The basic thought is 
admittedly incorrect. It should be 
possible for an enterprise to procure 
the products of cartels, particularly 
those of raw-material cartels, at stable 
prices. Fixed prices are, of course, 
welcome when the general price level is 
rising, but the same fixed prices during 
a period of depression, in which the 
level of price declines substantially, are 
felt to be restrictive. 

It will be pertinent, therefore, to 
investigate the significance of the policy 
of cartels particularly that concerning 
prices, for prices must be adjusted 
to current production volumes. With 
changes in demand, two possibilities 
areopen toanenterprise: First, choos- 
ing whether it will maintain the highest 
possible capacity, in which case, for 
instance, with a reduction in demand 
the price must be greatly lowered; 
or, secondly, whether it will hold the 
most uniform price possible, in which 
case it follows that the volume of pro- 
duction may be subjected to violent 
fluctuations. Obviously, conditions 
differ from industry to industry, as to 
whether these fluctuations of produc- 
tion volumes have important secondary 
effects or not, whether they affect 
large numbers of labor or not, ete. 
Monopolistic organizations commonly 
follow the latter method. When in the 
depression the general price system 
must undergo a revision, the different 
individual prices are elastic in varying 
degree. The more elastic a price is, 
so much more quickly apparently can 
the crisis in this respect be overcome. 
Every circumstance which opposes 
this adjustment of the price system, 


which makes prices inelastic, and which 
increases inertia must have the effect 
of lengthening the depression stage. 
If we assume that at the outbreak of a 
crisis, the price system P exists and the 
price level required to cure the depres- 
sion is designated by P', P! should be 
reached by the shortest route. The 
shortest route cannot be followed, 
however, if these barriers prevent. 
It should be understood that we are 
dealing here with the price system— 
i. ¢., of relative levels of prices—and 
not with the so-called general price 
level. 

Crises and depressions are ordinarily 
marked by price declines. One need 
say nothing about the extent of the 
decline of the general price level. 
However, it should be observed that 
there is a considerable group of prices, 
particularly in Germany, which do not 
follow, or follow only in restricted 
measure, the downward movement of 
prices. Theoretically it might appear 
that the basis lies in the fact that 
demand has kept itself on the same 
level as before. In fact, since this does 
not appear to be the case, there is 
proof that the rigidity of these prices is 
to be traced to artificial measures. In 
other words, it is technically possible 
on the side of supply to fix a price; or, 
to put it in still another way, we 
are dealing here with monopolistic 
prices. For the sake of completeness, 
it should also be mentioned that in 
addition to this group of prices, there is 
also a second group which is likewise 
quite constant, in fact, often showing 
an upward tendency; namely, the so- 
called “political prices,” for instance, 
taxes, fees and the like, prices which 
cannot be traced back on economic 
grounds to laws of supply and demand, 
but which, as the name indicates, arise 
out of noneconomic causes, for instance, 
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state expenditures. However, we must 
exclude these political prices, impor- 
tant though they may be, from our 
consideration, since they unnecessarily 
complicate our exposition. 


II 


The interaction of free and fixed 
prices has naturally aroused great inter- 
est among the producers whose prices 
have declined sharply and who must 
get material from cartels at continued 
high prices. This maladjustment has 
attracted much attention and, in fact, 
has brought demands for government 
relief. 

In discussing the maladjustment of 
price movements in the two groups, it 
must also be pointed out that we do 
not mean the ordinary phenomenon 
which appears in both wholesale and 
retail prices; both these groups also 
move apart because wholesale prices 
tend to vary more quickly than retail 
prices. However, neither group can 
govern in monopolistic manner and it 
would be wrong to assume that either 
group is to be regarded as monopolistic. 
In the consideration of free and fixed 
prices we have before us, therefore, the 
double problem of (1) raw-material 
prices and (2) the so-called branded 
articles sold at retail. It may be 
questioned whether the importance of 
monopolizing certain wares in each 
group is similar and whether the same 
measures would be effective in both 
cases. Obviously it is to be expected 
that the raw-material monopolization 
is of far greater importance in scope 
than the control of certain retail com- 
modities, for instance, soap, preserves, 
etc., since raw materials constitute 
elements of cost for wide ranges of 
industry. One need only consider the 
widespread use of coal and iron. 

Considering the inclination of Ger- 


man economy toward state intervention, 
it is not surprising that when the 
discrepancy between price movements 
became particularly noticeable, there 
was a call for government help. The 
demand was made upon the govern. 
ment that it should take suitable 
measures in order to bring about 4 
lowering of costs, although at the same 
time for the general public the much 
more apparent rigidity of fixed “con- 
sumers’ goods” prices played a greater 
role. The government appeared 
promptly with a plan and issued various 
ordinances which need not be given in 
detail at this time. Important steps 
were announced and the result was that 
temporarily in the summer of 1930 
an actual, though small, price decline 
appeared, which as it later developed 
was essentially a seasonal movement. 
Though it was not originally noticed, 
it was followed by the usual autumnal 
rise. As an interesting sidelight atten- 
tion may be called also to the fact that 
while an effort was being made to lower 
living costs, agricultural tariffs were 
again raised to higher figures. It is 
clear that one measure offsets the other, 
an indication, which one often sees, of 
how lacking is economic policy in 
fundamental soundness. ‘The attempt 
also failed to carry on a special form 
of fight against fixed prices with a 
somewhat mystical declaration that the 
present price level must swing back to 
the price level of 1914, the belief 
evidently being that everything would 
be in the best order when we arrived 
at the pre-war level. This view con- 
tains a great fundamental error into 
which we cannot go at this time. 


III 


It is necessary to include certain 
general remarks concerning production 
costs. Fundamental is the distinction 
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between short-term and long-term cost 
accounting. Over a longer period, each 
entrepreneur must attempt to cover 
his total outlays. His offer price would 
be fixed not only according to the pri- 
mary costs, that is, those costs which 
are incurred for a particular unit of 
production, but also according to the 
allocated portion of the general cost 
elements, which is called overhead. 
These supplementary costs constitute 
the first hindrance to the reduction 
of offer prices, although the experience 
of every entrepreneur teaches that 
temporarily, only the primary costs 
need to determine his offer which ap- 
pears plainly, if one considers the 
temporary reaction toward a demand 
extension. Against the adjustment of 
production costs downward is an im- 
portant restrictive factor in the inclina- 
tion to figure with the actual out-of- 
pocket costs and not, as is correct, 
with the present or expected costs. 
In depression periods the earlier costs 
are always higher, which is explainable 
not only in terms of decline in value 
which the price decline brings with it. 
Another reason why the entrepreneur 
hesitates to reduce his prices lies in 
the fear that he will “spoil” the market 
and that he will suffer through the 
cheapening of the product because the 
freed purchasing power will not neces- 
sarily be directed toward his own 
product, but probably toward other 
products. Therefore, we observe the 
peculiar phenomenon that in a period of 
upward cyclical movement, genuine and 
free competition often exists in an 
industry which turns at the beginning 
of a depression period to open and 
secret agreements in order to stop the 
contrary movement. This is recog- 
nized above all for the textile industry 
ot Lancastershire. If an industry 


lowers its prices importantly it may 


find that it does not secure the expected 
increase of demand, a result which 
can be explained only by the possibility 
that the public expects further price 
declines in the same industry and 
postpones any possible purchases for 
this later period. This attitude of 
buyers is often not rightly understood 
by entrepreneurs on which account 
the later though unavoidable price 
reductions are delayed. Moreover, 
only very progressive industries have 
actually carried through the radical 
measure in times of depression of 
transferring calculation from total costs 
to primary costs only. It must be 
emphasized, however, that those Ameri- 
can firms which decided upon this 
radical step did not experience any 
unfavorable surprise. 

Often price changes are not under- 
taken because it is assumed that a 
stable price extending over years is to 
the advantage of the buyer of a partic- 
ular commodity. Such, for instance, 
was the case with railroad rails. It is 
questionable, however, whether the 
advantage of a stable price in times of 
high prices is not outweighed by the dis- 
advantages in a depression. 

Even more than the ordinary entre- 
preneur has the monopolist the possi- 
bility within wide limits of fixing the 
market price independently of the de- 
mand. With the reduction indemand it 
may appear to him more advantageous 
to reduce production volume rather 
than to lower prices; at least, this 
appears to be the common attitude. 
There exists further the undeniable 
tendency to exploit monopoly power in 
a period of depression more sharply 
than in a period of good times. ‘This 
means, however, a perceptible aggrava- 
tion of position for the later industrial 
links in the industrial chain. This 
aggravation occurs because frequently 
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a so-called “discrimination among de- 
mand” takes place, that is, prices of 
different levels are quoted to each pro- 
spective buyer according to his paying 
ability. This so-called “skimming” of 
demand takes place frequently today. 

As subject to a_half-monopolistic 
price structure we must mention in 
Europe also wages, whose rigidity rests 
on a special basis, as, for instance, 
Pigou has demonstrated at length. 
The rigidity of the wage structure owes 
its explanation to the fact that the 
working class fears the loss of the high 
wage level because in an upward 
movement following a depression its 
members are not competitively in a 
good position to restore thelevel. Since, 
however, wages, particularly in a basic 
industry, constitute one of the chief 
cost factors, the cartel-organized indus- 
tries refer to the relative fixity of these 
cost factors, pointing out that their own 
prices are dependent upon the reduction 
of these prices. Accordingly an at- 
tempt is made to bring about a coupling 
of wages and price declines, as hap- 
pened, for instance, in the so-called 
“Arbitration Award” at Oeynhausen. 
This provided that a wage decline in the 
same percentage must follow a decline 
in prices in the steel industry. Sucha 
coupling is, however, superfluous if we 
deal with a true monopoly which has an 
assured monopoly income, against re- 
duction of which other measures are 
also available. 


IV 


If we now turn to the investigation of 
the problem of fixed prices in more 
concrete terms, we must exclude dis- 
cussion of so-called branded articles 
which are much too unimportant, at 
least in Germany, and make up only 
about 20% of retail turnover. The 
10% decline in such prices, which the 
Government under threat of eliminat- 








ing the present price protection has 
asked, would in total make very little. 
It is interesting, however, that branded 
articles which come from foreign coun- 
tries, particularly from America, show , 
greater apparent sensitiveness than 
domestic prices, since the domestic 
firms leave the nominal price unchanged 
and instead have improved the weight 
or increased the quantity, thereby 
cutting prices indirectly. Here one 
meets for the first time the differences 
between nominal and effective prices, 
comparison of which is of great impor- 
tance, if one goes into the problem 
earnestly. 

As typical of the attitude of the great 
cartels, we may consider the German 
iron industry. Here conditions govern 
which differ considerably from the 
iron industry in other important indus- 
trial states and which were marked 
by an upward tendency in the trend 
of iron prices in Germany and even 
more in Austria, in marked contrast 
to the declining price level in England 
and America at the same time. So it 
came about that in the fall of 1930 
German iron prices were 78% over the 
world market price (f.o.b. Antwerp, 
including freight and tariff in the 
calculations). Such a price difference 
is naturally possible only when inter- 
national agreements exist. In foreign 
markets the cartel delivered, neverthe- 
less, at the world market price; it was 
worthy of remark that the German iron 
buyers who later made deliveries to 
foreign countries received as a “draw- 
back” a portion, or even the total, of 
these differences between domestic and 
foreign prices. Therein lay the tacit 
admission of the cartel that it was able 
to deliver at world market prices. 
There existed apparently a skimming of 
the inland market, in the sense that the 
general overhead was figured only on 
inland business. 
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This condition would be tolerable if 
another factor did not enter, in which 
at once the chief characteristic and the 
sreatest disadvantage of rigid price 
structure for the business cycle is to 
be observed, namely, the development 
as the demand for steel declined of a 
system of rebates. In other words, 
the cartel offered its wares to certain 
buyers at lower than the nominal price. 
These rebates differed in size from case 
to case and were kept very secret. No 
one, not even the closest competitor, 
knew about them; each business man 
who bought iron, even if he was enjoy- 
ing a rebate, was not clear whether or 
not he paid more than his competitor. 
Such a condition corresponds, as has 
already been pointed out, to a “skim- 
ming of the demand,” that is, to a 
sharp exploitation of monopoly posi- 
tion, although it is often more than a 
mere skimming, since those occurrences 
are usually separated in time and place, 
while, on the contrary, here the occur- 
rences are simultaneous. ‘This process 
implies that no true market price exists, 
that is, a single price for prospective 
buyers; on the contrary here there is a 
different price for each buyer. It 
reminds one very much of the so-called 
“bootlegging” of wartimes. The com- 
petitive situation is not clear, because a 
certain irrationality usually governs in 
this particular field of economic life. 
But, how then is the adaptation of the 
individual enterprise to the changing 
conditions of depression going to be 
possible when each bit of clarity is 
extinguished and that precisely at the 
time in which new adaptation and the 
rebuilding of particular production ap- 
paratus makes up the sum and sub- 
stance of business activity? 

If objection is raised that the nominal 
price ceases to be the effective price on 
account of these rebates, it may be 
countered that this nominal price must 





be effective since the nominal price 
must at the same time be the upper 
effective price even when the turnover 
at this price is not substantial. Other- 
wise the attitude of the cartels would 
be wholly unintelligible, when they 
seek on their own side to reduce the 
fixed prices which raise their production 
costs, namely, wages. However, these 
would have been easier to lower if the 
cartels had previously lowered the nom- 
inal prices to the actual effective 
prices. It is obvious, therefore, that 
the cartels’ announced price is not 
purely fictitious. 

We need not dwell upon the impor- 
tance of the relative excessive raising 
of prices of this one commodity to the 
refining industry and to the competi- 
tive conditions in the world market. 
The turnover at such fixed prices in 
the field of production makes up about 
50% of the total turnover. Therefore, 
it becomes clear that the rigidity of the 
German price system is very great and 
its capacity for adapting itself to condi- 
tions in the world market is very much 
lowered. For foreign competition there 
exists the possibility of importing into 
Germany since, for instance, the iron 
industry has had to compete with the 
high inland iron prices while foreign 
competition has only had to jump 
tariff barriers. That this is disadvan- 
tageous in the long run to iron pro- 
ducers, who have nothing to fear from 
such immediate competition, is obvious. 


V 


Concerning possibilities in economic 
policy for remedying these conditions, 
the general principle still rules that 
a return to more economic methods 
is to be recommended. In this special 
case little can be done for branded 
articles of the retail trade. The real 
problem is furnished by the cartels for 
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raw and half-manufactured materials, 
since they are of superior importance. 
Here there are possibilities but one 
must proceed with the conviction that 
the evil is to be grasped at its root. 
One cannot hope to succeed by small- 
scale police methods, with orders and 
appeals to patriotic duty; it must be 
made clear that these cartels owe their 
existence solely to tariffs. Eliminate 
these tariffs, and with a single blow 
bring about relief. Likewise, one would 
take a very important step in inter- 
national relations, since thereby the 
first step in the breaking down of tariff 
barriers would have occurred. 

What the tariffs are to the cartels, 
unemployment insurance is to the 
unions. It is hardly possible to be- 
lieve that one may in a day do away 
with unemployment insurance. Nor 
can one assert that this institution for 
social welfare could be done away with, 
but it cannot be denied that through 
other policies within the limits of this 
field very important relief for national 
economy, and thereby ultimately also 
for the workers, could be brought about. 
There are industries in which wages 
constitute 60% to 70% of the total 
cost, and when a large portion of this 
cost is to be regarded as unchangeable 
a particular enterprise finds it impos- 
sible to undertake the adjustments 
which are unavoidable. 

Even though the original, and even 
present, ruling negative public opinion 
in the United States of America 
toward trusts and monopolies has been 
based on other grounds than those 
which now have appeared in Europe, 
it must be admitted that Americans 
have instinctively felt the great danger 
which threatens from these institutions. 
In fact the growth, or even over- 
growth of monopolistic organizations, 
presents a very questionable element 


in present-day economic development. 
We have to do here with a phenomenoy 
of long standing, which appears adapted 
to bring about the elimination oj 
special portions of the capitalistic sys. 
tem. In its place it promises to syb. 
stitute not a more carefully planned 
economic organization, as hoped, but 
rather one which seems to foster public 
welfare in much smaller measure. | 
famous economist has provided a book 
on this subject with the subtitle, “A 
Study of the Causes of Poverty of 
Nations.” If this is perhaps exag- 
gerated, one may say that these new 
economic bodies have as yet given 
little proof that people fare better with 
them than without them. 

If the question is also asked as to 
whether wage decline must precede 
price decline, as frequently believed, it 
appears from the above that this rule 
cannot be maintained unqualifiedly. 
It may with more assurance be ac- 
cepted that the efforts of an industry 
to reduce costs succeed if in the several 
industries simultaneously prices are re- 
duced drastically. Unfortunately, be- 
yond this—I speak now of Europe—is 
the state with its fixed system of taxes 
and duties, with its constantly rising 
expenditures and its inexhaustible de- 
mands upon the nation. Here even 
the very beginnings are to be made, 
but it appears that political interests 
are all too strong to be able to reckon in 
the foreseeable future with the change 
in attitude. Science can do little more 
in the above field than to show where 
the root of the evil lies and what must 
be done to bring about improvement. 
But to me it appears that this little is 
much, for it shift upon those who 
have the power a great responsibility 
that they do the right thing. Failure 
to do it is ascribable either to ignorance 
or to malignant purpose. 
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THE GEOGRAPHICAL APPROACH TO THE 
STUDY OF SOME BUSINESS PROBLEMS 


By L. DUDLEY STAMP 


within the purview of a school or 

college curriculum has changed so 
fundamentally as geography within the 
last twenty-five years. It is essential 
to commence any consideration of the 
place of geography in the study of 
business problems by making this as- 
sertion for the simple reason that the 
new geography must be accorded a 
consideration which was most certainly 
not due to the old. 

In textbooks of a generation ago— 
books which are unfortunately still 
printed and sold in their thousands— 
geography was defined as “a descrip- 
tion of the world and its inhabitants.” 
The “description” consisted in impart- 
ing, with the help of amazing variations 
in typography, such information as 
“Asia is the largest of the continents, 
with an area of 11,000,000 square miles, 
and stretches 6,000 miles from east 
to west and 6,000 miles from north to 
south.” At a later stage one might 
learn that coffee was produced by 
Brazil, Venezuela, Colombia, Ecuador, 
Costa Rica, Java, South India, Arabia, 
etc. (and woe betide the unfortunate 
learner who forgot one in the middle of 
the list!), or the fact that Portugal, 
capital Lisbon on the Tagus, was 

noted for” port wine, cork, olives, 
sardines and other oddments. 

_ To the commercial man with an 
import or export business there was 
often some use in having stored in his 
memory a mental list of those countries 
(not forgetting their capitals and the 
rivers on which those capitals happened 
to be situated) producing the raw 
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materials in which he was interested or 
which purchased those manufactures 
that he might have to sell. So “‘com- 
mercial geography” found a place in the 
catalogue of hate of the school boy and 
the catalogue of possibly useful sub- 
jects in the mind of parent or employer. 

But it is not with lifeless dreary 
geography of this sort that we are here 
concerned. The dawn of modern geog- 
raphy came with the realization that 
the innumerable but isolated facts 
which formed the subject matter of the 
old descriptive geography were, in 
reality, the result or outcome of a few 
comparatively simple causes. So it 
became imperative to seek out, to 
classify and to study these causes, and 
to deal later with their effects. Thus 
modern geography is sometimes called 
“causal” geography—a descriptive des- 
ignation far from ideal because of its 
easy confusion with “casual.” It is 
concerned with the study of the earth 
as the environment of man: with the 
influence of that environment on the 
life and activities of man, and of the 
reciprocal influence of man on his 
environment. On the ground that such 
a study is of fundamental importance, 
it is often urged that geography should 
be a key subject in any system of 
education. Such a plea is really un- 
necessary: a world now closely knit by 
ties economic and social from which 
there is no escape and no independence 
is already geographically and econom- 
ically minded. What is of importance 
is that we should bring the scientific 
methods of geography to play their 
part in the unraveling of current prob- 
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lems and that the instillation of such 
mental habits should start early in 
life. 


I 


If modern geography is the study of 
the earth as the environment of man, 
obviously the first question is what are 
the factors which make up that environ- 
ment, and in what order should they be 
studied? 

One unalterable factor is position. 
No endeavor of man can change the 
fact that New Zealand lies on the far 
side of the world from Europe, remote 
from all the land masses of the world. 
Every improvement in means of com- 
munication may do something to con- 
quer this remoteness, but it remains as a 
positive factor to be considered in any 
development of the country. At pres- 
ent, for example, New Zealand has 
vast water-power resources, but for the 
very simple reason that the country is a 
thousand miles from the nearest land 
mass—Australia—the power develop- 
ment must remain a domestic affair. 
There cannot be an export of power as 
there is, for example, from Sweden to 
Denmark. 

The second factor of fundamental 
importance is topography or physical 
structure. Switzerland is a country 
of mountains: the development of agri- 
culture and industry, settlement and 
lines of communication must of neces- 
sity be influenced by, one might almost 
say controlled by, this fact. On the 
other hand nothing can alter the essen- 
tial physical character of the Prairie 
Provinces or the Middle West, and it 
would be difficult to deny that the 
gently rolling nature of so much of the 
country facilitated railroad develop- 
ment and rendered possible the evolu- 
tion of large-scale methods of farming 
characteristic of the area. At the 


present time it is, again, the physical 
features of the ground which determine 
areas where irrigation, from such 
sources as the Bow River, is, or is not, 
possible. 

But surface features are in reality the 
reflection of the underlying geologica| 
structure which thus becomes the third 
factor. None can alter what Nature 
has arranged: it is impossible to find a 
coalfield where one has not been placed 
by Nature, or to have luck with a wild- 
cat well where no oil exists. The 
economic development of a region must 
thus depend to a very considerable 
extent on its structural geology. 

Of equal importance is the fourth 
factor—climate. Climate is usually de- 
fined as the average state of the weather, 
and the influence exerted by weather 
and climate on the life and activities of 
man is so constant and so all-embracing 
that it passes almost unnoticed. The 
clothes we wear, the materials of which 
they are made, the type of our dwell- 
ings, the food we eat, the journeys we 
make for a “change of air” are just a 
few of the everyday things coming 
under the influence of changes in 
weather and climate. But of even 
greater importance is the climatic con- 
trol of the production of raw materials 
and foodstuffs. Why else should there 
be a “cotton belt,” or a citrus export 
from California and Florida? Climate, 
indeed, plays such a dominant part in 
determining what a country can or 
cannot produce that it is sufficient 
reason for the fact that the United 
States can never be economically inde- 
pendent: still less can Russia, whatever 
success attends the five-year plan. To 
take one commodity alone, climate 
effectively prevents the production of 
rubber in either. Of such importance 
is climate that it is customary to divide 
the world into about a dozen “major 
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climatic regions.” Any raw material of 
vegetable origin is found to be restricted 
to one or certain ones of these regions. 
The actual areas within a given region 
where a certain crop may be produced 
are then dependent upon economic and 
other factors, but the initial determina- 
tion is geographic. 

Actually, the three factors—topog- 
raphy, structure, and climate—combine 
in the first place to make their in- 
fluence felt in determining the character 
of the soil and, through the soil, the 
natural vegetation. Thus the major 
climatic regions are also major vegeta- 
tion regions, each with its characteristic 
covering of forest, grass, or scrub, etc. 
With the activities of man each in its 
turn becomes the seat of cultivation 
of its appropriate artificial vegetation 
or crops. 

Finally, the sixth factor of the geo- 
graphical environment is the animal 
life—determined in large measure by 
the natural vegetation. The agility 
of the monkey is adapted for life in 
the forest; it would be of little avail 
in the wide open prairies or the grass- 
lands of Africa where speed in flight is 
the hope for escape of the antelope 
from the lion. In turn, animals domes- 
ticated by man have their range deter- 
mined by the same factors. ‘The great 
wool-exporting countries of the world 
are the temperate grasslands of the 
Southern Hemisphere, all enjoying a 
similar type of climate. The future 
economic development of northern Can- 
ada, as already shown in parts of 
Alaska, depends on the utilization of 
such animals as the reindeer and 
caribou adapted to the climatic con- 
ditions of the far North. 

Man is himself an animal and in 
this sense is, to a considerable extent, 
the creature of his environment. When 
Modern Geography under the guidance 
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of Ratzel in Germany and of E. C. 
Semple in America formulated these 
fundamental laws and determined a 
logical method of study, there is no 
doubt that the new wine went to the 
heads of the earnest pioneer mission- 
aries. They conceived the idea of 
“Geographical Control” and some went 
so far as to aver that the control of 
the environment was so great that, 
given the same setting of the stage, 
the progress of history would be the 
same if it happened all over again. 
But they ignored the reciprocal in- 
fluence of man cn his environment. 


II 


Modern progress is in large measure 
man’s endeavor to overcome his en- 
vironment. Human influence on the 
physical features of the environment 
tends, on the whole, to be slight. The 
cutting of a tunne! through mountains, 
the draining of a swamp and the 
reclamation of an area such as the 
Zuider Zee are major cases. The 
influence on the structure is negligible 
unless here may be included the treat- 
ment of soils by manuring. It is small 
wonder that the modern geographer 
works inevitably with a physical map 
(often with a geological map in the 
background) as a portrayal of the 
most stable factors of the environ- 
ment. Man’s power to overcome the 
climatic disadvantages of his environ- 
ment is much greater. It is true that 
methods of creating rain are still to be 
discovered, but irrigation in the fields 
and humidifiers in the factories are 
partial solutions of deficiencies in rain- 
fall or atmospheric moisture. Central 
heating and cold storage are similarly 
partial answers to difficulties caused 
by temperature. 

The reciprocal influence on the vege- 
tation of the world is so great that one is 
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apt to ignore the unalterable features of 
vegetation. The pygmies of the Afri- 
can forest or the Amazonian Indians 
are largely creatures of their vegeta- 
tional environment, but civilized man 
is able to clear and replant, to breed 
and transplant to such a degree that, 
to take one present-day example, the 
value of a New Zealand farm largely 
depends on the area of English pasture 
grasses. 

The control over animal life seems 
even greater. The larger wild animals 
have been, to a great extent, exter- 
minated, but the lesser remain often as 
a constant thorn in the side. Even 
amongst the larger there is the lesson of 
the introduction of rabbits into Aus- 
tralia. But again, if yellow fever and 
malaria have been largely conquered in 
the Canal Zone, tsetse fly belts remain 
in Africa as a hindrance to human and 
economic development and influenza in 
1918-19 took a larger toll of lives in 
India than twenty-five years of plague. 

It will be seen that the whole aim of 
modern geography is to build up in 
logical sequence a scientifically accurate 
picture of the stage on which the drama 
of human life is acted. Examples 
might be multiplied of the inevitable 
consequences of ignoring this method. 
The early attempts at rubber cultiva- 
tion in the neighborhood of Calcutta 
and Sir George Baker’s wheatfields and 
oatfields in Ceylon both flouted climatic 
conditions; the innumerable harbor 
works which have failed because of 
inadequate study of local conditions; 
the destruction of valuable iron bridges 
and the buckling of railway lines in 
tropical countries through inadequate 
knowledge of temperature; still more 
commonly the shipment of unsuitable 
goods to foreign ports are obvious 
examples of incredible waste which 
might have been obviated often by 


a simple knowledge of geographical 
conditions. 


III 


It may be said that there are two 
methods of approach in the study of 
geography—two which are complemen- 
tary rather than opposed. One is the 
study of the world as a whole; the 
other is the study of individual units. 

In the first case, in the study of the 
world as a whole one considers in order 
the position of land masses and oceans 
and the consequent natural routes; 
then the physical and geological build; 
then climatic conditions and the divi- 
sion into climatic and vegetation belts 
and finally the human and economic 
conditions, 

In the second case the same order is 
followed, but the consideration becomes 
one of detail rather than of broad 
principles. 

It has been necessary to give this 
somewhat lengthy introduction on the 
aims and methods of modern geography 
in order that the character of the tools 
may be understood before they are 
applied to the solution of specific eco- 
nomic or business problems. There 
are many modern books which elabo- 
rate the subject and its methods along 
these lines! and it remains now to select 
a few examples of problems and the 
principles involved in solution. 


IV 


We may select four groups of business 
problems and apply the geographical 
method of approach: 

(1) The extension of existing busi- 
nesses. 

(2) The establishment of new busi- 
nesses. 

(3) The investment of capital. 

1 Such, for example, as the author’s “Intermediate 


Commercial Geography.” New York: Longmans, 
Green & Co. 
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(4) Communications and the central- 
ity of markets. 

“The Extension of Existing Businesses. 
Perhaps foremost in this group of 
problems come the search for new, 
cheaper or more regular sources of 
supply of raw material and the search 
for new markets for finished products. 

Let us suppose that a manufacturer 
has in mind the exploitation either as a 
source of raw material or as a market a 
country X with which he has not 
previously been concerned. It may be 
urged that the preliminary to any such 
expansion will be a study of economic 
conditions. Such a study would in- 
clude the value of import and export 
trade including trends in recent devel- 
opment. Here it is that the economic 
and geographic approaches are invalu- 
able in supplementing one another. 
The position may be summarized in a 
sentence. The economist analyzes the 
existing economic development, tracing 
its development and so determining 
possible trends: the geographer, by a 
study of physical settings, analyzes 
potentialities. A further point may 
be urged: whereas the economist must 
of necessity treat of a political unit for 
which he has figures and facts available, 
the geographer is careful to consider 
the diverse physical or climatic regions 
which may be included within that 
politicalunit. In this sense commercial 
geography has been called “‘geo-econom- 
ics’ —economics with a very definite 
space relationship. As a concrete ex- 
ample it is really impossible to talk 
about the “present economic develop- 
ment of Brazil’? because one is includ- 
ing together the incredibly backward 
and inaccessible Amazonian forests with 
the highly civilized and highly devel- 
oped coffee lands of Rio and Santos. 

A particularly instructive example of 
current interest is afforded by the 
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two equatorial islands of the Dutch 
East Indies—Java and Sumatra. Java 
is densely populated (with over 37,000,- 
000 people), highly productive, with a 
large import and export trade and 
“obviously” a highly desirable market. 
Sumatra is comparatively thinly popu- 
lated, relatively unproductive (at least 
until recently) and, with a much smaller 
foreign trade, is “obviously” a less 
desirable market. A geographical com- 
parison shows that both islands are in 
the same climatic belt and, apart from 
differences in soil fertility, capable of 
producing the same crops. Java is so 
densely populated as to have reached 
saturation, so that population must 
even decrease in certain areas. It is 
comparatively small, very little land 
remains for development, and there 
is practically no hope of extending 
areas under cash or export crops. 
Sumatra is larger, has unlimited land 
for development, and native producers 
and Javanese immigrants have, within 
the last few years, forced up the export 
of staple commodities by leaps and 
bounds and made lightning fortunes at 
the same time. True, an economic 
analysis shows the trend of events per- 
fectly well, but it 15 too late to get in on 
the ground floor; only a geographic 
analysis some years ago made that 
possible for certain firms which knew 
the method. 

A few examples may be given of the 
geographic control of the production of 
certain raw materials. Running round 
the earth and stretching roughly five to 
eight degrees on either side of the 
equator is a climatic belt, called by 
geographers the ‘“‘equatorial climatic 
region.” Here, contrary to the popu- 
lar idea, it never gets so hot as it does in 
New York but it is constantly hot and 
moist throughout the year—the ther- 
mometer never varying more than a few 
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degrees on either side of 80° F. It is 
also a belt of constant rain—there is no 
dry season and few days pass without 
a good downpour. If one follows the 
course of the equator around the globe 
one finds that this climatic belt must 
occur in South America, Central Africa, 
and Southeastern Asia. A crop which 
flourishes in one of the areas will, 
unless prone to disease, flourish in any 
other. The conditions are those re- 
quired for rubber and so the rubber 
tree, a native of South America, now 
gives the bulk of the world’s rubber 
production in the equatorial lands of 
Southeastern Asia. The rubber tree 
will not grow outside this belt; it was 
unsound geographically to plant it at 
Calcutta, and the sound geographical 
reasoning of Henry Ford in establishing 
plantations at Para was frustrated only 
by economic conditions. ‘Twenty-five 
years ago cocoa was associated essenti- 
ally and almost exclusively with the 
margins of this belt in Central and 
South America—now two-thirds of the 
world’s supply comes from the corre- 
sponding geographical region in Africa 
and has brought fortunes to the bold 
pioneers who put geographical theory 
to the test. Still another crop of the 
same belt has only recently spread 
from its African home to Southeastern 
Asia. This is the Guinea oil-palm 
which, it may be prophesied, is still 

destined to bring good fortune to 
present neglected tracts of South Amer- 
ica. In this connection it is of the 

utmost importance to realize that ex- 

perience gained in one part of a major 
climatic region may be applied directly 

in other parts. The Imperial College of 
Tropical Agriculture in Trinidad serves 

the whole of the British tropical colo- 

nies. As a further example of the 

same sort, the future extension north- 
wards of Canadian wheatlands (when 


required) will depend upon the breeding 
of a wheat which will mature more 
quickly than existing types: any success 
obtained in this respect in Canada wil] 
be automatically applicable to Russia— 
in the similar climatic belt in Siberia, 

These examples concern big business 
and major dealings. But there are 
similar lessons to be learned on a smaller 
scale. Parts of Manchuria have 4 
climate almost exactly like that of 
New York. ‘The severe winter in each 
case renders essential similar protection 
for water-supply pipes. On the other 
hand, the absence of severe frosts in 
England allows the English builder to 
place unprotected water-supply pipes 
wandering about just under the roof of 
a domestic dwelling. Thus the English 
plumber who worked according to 
experience gained at home would be 
sadly at fault in Manchuria, whereas 
the New Yorker would probably work 
on precisely correct lines. 

In the near future the whole of 
Northern and Central China with its 
New England climate will awaken to 
the warmth-retaining virtues of woolen 
clothing, as opposed to padded cotton 
garments, and there will appear the 
greatest—as yet untouched—market for 
woolen goods that the world has ever 
known. 

Japan is troubled with mosquitoes, 
and Japan manufactures the most 
efficient mosquito coils which, when 
lighted and placed under a table or 
chair, produce an aroma reminiscent 
of eastern temples. The actual market 
for the product is roughly the Far East; 
the potential market is limited geo- 
graphically only by the distribution of 
mosquitoes and midges. 

In all tropical countries long iced 
drinks are the rule. The moisture from 
the humid atmosphere condenses on the 
outside of the glass and runs down—to 
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the ruination of the furniture. So 
a little saucer is provided. A few 
years ago a Birmingham manufacturer 
worked out those countries where heat 
and humidity coexisted and had little 
saucers made with the appropriate 
local arms or legends. He went around 
the world with them, and they are now 
the major part of a very prosperous one- 
man business. He might perhaps have 
added a 50% increase if he had re- 
membered those countries where flies 
are so numerous that they willingly 
commit suicide unless the drink is 
protected by a cover. 

The Establishment of New Businesses. 
Under this heading may be included 
the siting of new factories. Here the 
smaller manufacturer tends to be ex- 
traordinarily sheep-like. It is true that 
in selecting a locality which has already 
been chosen by a number of others 
such advantages as a suitable labor 
supply may be dominant considerations, 
but the position in new countries and 
undeveloped areas is often different. 
An interesting example is afforded by 
South Africa. Europe, through the 
Dutch, commenced the settlement and 
conquest of South Africa from the south- 
west—from Cape Town. Cape Town 
remains the natural gateway; in the 
vicinity are the highly developed farm 
lands and an old, well-established 
population. Surely development and 
population prove Cape Town a suitable 
locality for a new factory supplying 
South Africa. If, however, a readily 
accessible coal supply and a preexisting 
labor center were regarded as essentials, 
there are Johannesburg and the whole 
range of the Rand towns. Yet Ford 
Motors, and later General Motors, 
chose the comparatively little-known 
Port Elizabeth, exercising a thoroughly 
sound geographical analysis of the 
position. Cheap land (compare Cape 
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Town on its restricted peninsula) on 
the seaboard (for ready import of 
materials), railcommunication along the 
coast to the west and by a compara- 
tively easy route up on to the plateau 
to Johannesburg (contrast Cape Town 
with one tortuous and difficult approach 
only and a greater distance to Johan- 
nesburg), the possibility of easy road 
communications, and a rapidly develop- 
ing agricultural area of prosperous cit- 
rus farmers are the great features of 
Port Elizabeth. In other words the 
possibilities of the situation geograph- 
ically outweighed the established eco- 
nomic advantages of the older centers. 
It is interesting to note that the loca- 
tion of all Ford works is capable of a 
very critical examination from the 
geographical standpoint. 

It may be urged that such common- 
sense matters are always considered. 
Such is very far from being the case. 


_More often the location of new works is 


determined by a series of accidents. 
Some years ago a retired chemist living 
in a quiet village experimented in a 
laboratory in his garden. He evolved 
a process of potential value. A small 
factory was built to try it out. It was 
successful. Land was bought and a 
large works established. ‘The venture 
is a failure. ‘Two miles from a railway 
for coal supply, four miles from the 
nearest town from which the labor is 
drawn, the main result of the factory 
is a 50% decrease in value of the resi- 
dential property in the neighborhood. 

Investment of Capital.—The big con- 
siderations so far dealt with may per- 
haps be the concern of the few, yet in 
reality they affect the whole investing 
public. The company which has scien- 
tifically considered all the factors in- 
volved in the establishment or the 
extension of its business is the one which 
will repay the support of the investor. 
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Nothing teaches like bitter experience. 
The writer is old enough to have been 
brought up on a geography which 
consisted of learning off lists of names 
and products and which had little 
relation to everyday life. He invested 
some money in an oil company, being 
attracted by the honesty of the com- 
pany in publishing a map of its proper- 
ties. ‘The map showed the areas to be 
exploited between strips of land already 
proved by other companies. Of course 
not a cent of that money has ever been 
recovered, for it is the first and simplest 
principle in the study of oil-bearing 
strata that the oil normally rises to 
below the crests of arches or anticlines 
in the rock, whilst the salt water sinks 
to the intervening hollows—in other 
words, the company with the writer’s 
money simply got the salt water. 

Some years ago a professor of geog- 
raphy realized that one day, to permit 
the natural expansion of Sydney (N. S. 
W.), a bridge would have to be built 
across part of the harbor and that 
land on the far side would rise enor- 
mously in value. He bought land—it 
remained derelict and unused until he 
left. But the bridge is complete and 
open to traffic this year, the geographer’s 
prediction fulfilled to the hilt and the 
present owner reaping a considerable 
fortune. 

Communication and the Centrality of 
Markets.—Although it has been urged 
that one, if not the greatest, conception 
of the modern geographer is of the 
division of the world into major climatic 
regions, it may not have been made 
equally clear that each country can be 
similarly treated and divided into “‘nat- 
ural regions.”” Each natural region has 
its own characteristic physical features, 
structure, climate, vegetation, agri- 
cultural, human and economic develop- 
ment. 


Such being the case, two things 
follow: 


(a) There will be comparatively little 
trade between regions of similar character 

(b) There will be a natural exchange of 
products or commodities between regions 
of different character. 

This consideration affords an oppor. 
tunity for distinguishing two types of 
towns. ‘There are those which act as 
collecting or distributing centers for a 
single region. As markets the require- 
ments of such towns are limited in the 
main to those commodities not pro- 
duced within the region. 

There are, on the other hand, the 
towns which lie on or near the borders 
of different regions. Not only do they 
act as collecting or distributing centers 
for more than one type of region, but 
they are the natural channels of ex- 
change, material or otherwise, between 
the peoples of contrasted areas. In 
the older countries towns so situated 
have long proved the importance of 
geographical situation. There is Leip- 
zig on the borders of the north German 
lowlands, the Saxony coalfield and 
industrial area and the mountains of 
Central Europe where the medieval 
fair and the modern trade fair are 
symbolical of the commerce consequent 
upon position. Frequently physical 
features control communications to 
such an extent that the exact location 
is thereby fixed. New York is, in 
essence, the exchange station between 
the Old World and that part of the New 
reached via the Hudson-Mohawk Gap. 
A little over a hundred years ago the 
site of the greatest city of India— 
Calcutta—was a fever-stricken marsh. 
But the maritime nation which devel- 
oped the foreign trade of India selected 
the obvious outlet of the richest lands 
of the Ganges basin and so a “frontier 
town”’ to the outside world. 
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These considerations assume the 
sreatest importance in the world today. 
The fortunes of the United Fruit 
Company are built up on the need for 
exchange between the tropical lands of 
the West Indies and Central America 
with temperate United States; the 
appearance of Canadian National 
Steamships in the same sphere is the 
reflection of a similar relationship be- 
tween temperate Canada and the trop- 
ical West Indies. 

Whatever the economic prosperity 
of the Argentine, there is on geograph- 
ical grounds alone little possibility of 
a reciprocal trade developing between 
Argentina and the United States so 
strong as that between Argentina and 
Britain. For Argentina and the United 
States are largely within the same 
geographic regions and hence have 
similar products, at least as far as raw 
materials and primary foodstuffs are 
concerned. 

But the whole future of South Amer- 
ica is in the making. Brazil is equato- 
rial and tropical, Argentina is temperate. 
Both are agricultural producers: Chile 
has ininerals and the nitrate for fertilizer 
but a need for the products of both 
Argentina and Brazil. The develop- 
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ment of a huge trade between the 
Argentine, Brazilian and Chilean re- 
publics of South America is thus in- 
evitable; the effect on the relative 
importance of lines of communication 
and focal centers is something worthy 
of the closest attention by every busi- 
ness man and investor. 


V 


It is impossible, in the brief space 
afforded by this article, to do more than 
indicate the lines along which the 
geographical approach may be of value 
in present-day business. Modern geog- 
raphy is in reality a mode of thought, 
and it is not so much perhaps for the 
business man of today to sit down with 
weighty tomes (though he may with 
advantage use suchas Chisholm’s Hand- 
book of Commercial Geography) to 
study geography as it is for him to 
encourage the study of the subject in 
schools and colleges and so to absorb 
into his business new blood—the young 
men and women to whom these lines 
of thought are natural. At the same 
time the place of the economic geog- 
rapher in the research and forecasting 
staff or the sales and statistical investi- 
gation bureau is obvious. 
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DISTRIBUTION PROBLEMS OF THE OIL 
INDUSTRY. II 


By SIDNEY A. SWENSRUD 


Present-day Marketing Problems: Prices 


The foregoing discussion! may serve 
to explain and account for some of the 
developments in the marketing end of 
the oil industry that have brought it to 
its present state. The problems which 
confront it today revolve around prices, 
margins and costs, quality of products, 
and merchandising trends. 

For few commodities are prices prob- 
ably less understood than for gasoline. 
People express great amazement that 
the price of gasoline at one point should 
differ sharply from that at a nearby 
point, and they see something mysteri- 
ous in the fact that practically all 
major companies in the same locality 
raise or lower their posted prices 
simultaneously. 

The general level of gasoline prices, of 
course, is fundamentally determined 
by the interaction of gasoline demand 
and crude-oil supply. In a very nar- 
row and short-term sense, the price of 
gasoline reacts to the supply-and-de- 
mand factors of gasoline alone, but the 
rapidity with which crude oil can be 
converted into gasoline makes crude 
oil the dominant supply factor. The 
facts bear out this conclusion, for over 
a period of the last twelve years there 
never has been a major change in the 
trend of wholesale gasoline prices that 
was not followed shortly by a change 

in the same direction in crude oil. 
Changes in crude-oil prices follow 
changes in wholesale gasoline prices 
rather than precede them because the 
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wholesale gasoline market is an ey. 
tremely sensitive one, whereas the 
market for crude oil is a rather sluggish 
one, owing to the physical necessity 
in general, of pipe-line connection 
with a specific buyer. It is not 2 
market in which buyers and sellers 
ordinarily can meet openly on equal 
terms and engage in that “higgling 
and bargaining” which are the essen- 
tials of a market in which the forces 
of supply and demand can rapidly and 
continuously be balanced in terms of 
price. This simply means that the 
wholesale gasoline price, being the 
result of constant individual sales made 
in eighth-cent-per-gallon variations, is 
much more sensitive and tends to 
reflect sooner those forces of supply and 
demand which ultimately effect crude- 
oil prices. 

The close correspondence of retail 
gasoline prices and price changes among 
leading companies in the same locality 
is the result of economic necessity and 
not of collusion. Gasoline, to be sure, 
is bought to a considerable extent on 
the basis of brand, but the normally 
small differences in quality between the 
comparable products of good con- 
panies have made the customer, as a 
general rule, unwilling to pay more 
for his preferred brand than for the 
comparable brand of another company. 
When a price reduction is made by one 
leading company, no other represen- 
tative company can afford not to cut, 
unless it is willing to risk losing much 
of its business. Likewise on the up- 
side—suppose a leading company raises 
its price one or two cents per gallon. 
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In this case if its competitors do not 
promptly follow its lead, it has no 
option but to return to the former 
price level or lose business. ‘These 
factors practically compel all companies 
having reasonably comparable products 
and service to sell at the same retail 
price. The same thing is true of most 
other products we buy, with the differ- 
ence, however, that a large portion 
of the public buys gasoline very fre- 
quently and will readily drive a little 
out of the way to secure any price 
advantage. ‘Then too, gasoline is the 
principal product sold at a gasoline 
station, and the conspicuous posting 
of prices, especially if they are below 
the prevailing level, gives almost un- 
paralleled opportunities for price com- 
parison by the customer. These 
factors simply narrow down the time 
limit available in which to adjust 
prices to prevailing levels. ‘The result 
is what may be called a follow-the- 
leader price custom among oil com- 
panies marketing comparable products 
on a similar basis in the same locality. 
Obviously, since no price increase could 
be effective without the support of the 
company with the greatest representa- 
tion, it tends to become the custom for 
such a company to be the leader in 
posting price changes in its territory 
and for other companies to follow those 
changes almost instantly, so long as 
they seem reasonably sound, with no 
need of agreements or collusion. 

It must not be inferred from this, 
however, that any company, large or 
small, has power to maintain prices 
that are not sound. In any com- 
petitive industry the margin between 
the delivered cost and the effective 
retail price can never for long be much 
more than the typical cost of marketing 
through the existing channels of dis- 
tribution. Whenever the posted price 


of gasoline exceeds the delivered cost 
by more than this typical marketing 
cost, either that posted price must be 
reduced or it soon will be nullified by 
commercial discounts, secret rebates 
and price cuts, or open price cuts by 
independent jobbers and tank-car ser- 
vice-station operators—the variations 
in the method are many, but the effect 
of all is the same; namely, a reduction 
in the effective prices realized. 

In this connection the activities of 
the so-called tank-car service station 
deserve particular attention. The 
number of outlets of this type has 
grown very noticeably in the past two 
years. ‘The entrepreneur typically gets 
a service-station location at the junc- 
ture of a railroad and a good traffic 
artery; he then puts up a station, 
usually an inexpensive one, and enough 
storage capacity to receive deliveries 
in tank cars. He buys his gasoline 
direct from a refiner—usually one who 
has no other marketing interest in that 
territory but who has excess gasoline 
to dispose of. With this set-up he 
begins business, usually at a price from 
one to three cents below the prevailing 
posted level. If, as frequently hap- 
pens, he gets a good gallonage, he 
enjoys some success—even though his 
margin is small, his expense of dis- 
tribution per unit also is small. He 
capitalizes at once not only the over- 
expanded marketing condition of the 
industry which has made for generally 
wide margins, but also the immediate 
oversupply of gasoline which enables 
him to buy cheaply. Not infrequently 
also he poses as the friend of the people 
who will serve them by selling at lower 
prices. When such a marketer is suc- 
cessful in obtaining a large gallonage 
at cut prices, the companies adversely 
affected usually meet his prices; then, 
of course, his business wanes, for it 
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rests primarily upon price rather than 
upon quality of products or service. 
For the most part he may be con- 
sidered, therefore, a mere opportunist 
who steps in and takes a profit when the 
margin between wholesale cost and 
retail price becomes too great. Never- 
theless, in some respects he challenges 
the validity of the ordinary method and 
cost of marketing gasoline with its 
resulting wide margin per gallon. It 
obviously is cheaper to sell gasoline 
in large quantities at one location than 
in small quantities at a dozen locations. 
How much extra expense for the latter 
type of distribution is warranted will 
depend upon how much more the public 
is willing to pay for the advantage of 
buying its gasoline at scattered con- 
venient locations than at a few cen- 
tralized points. Most customers 
undoubtedly will be willing to pay 
something more, for gasoline has be- 
come a convenience goods and the 
customer’s very ability to go far out 
of his way to buy gasoline sometimes 
is conditioned by the danger of running 
out in the meantime. 

The evidence of actual experience 
would seem to indicate that in normal 
times relatively few customers will 
sacrifice much in the way of con- 
venience, quality of product or service 
for a saving of one cent per gallon, but 
that when the difference begins to be 
as great as two cents or more per gallon 
their loyalty is far less secure. 

Another form of price cutting is the 
granting of commercial discounts at 
service stations, a practice now prevail- 
ing in most sections. Commercial cus- 
tomers in all parts of the country are 
given a price for tank-wagon deliveries 
well below the retail service-station 
price—usually they get the same dis- 
count as that allowed to the ordinary 
dealer. The actual “tank-wagon” price 


of one or two cents below the service. 
station price, formerly so frequently 
quoted, today is little more than 4 
basis for other prices, for the only 
sales made at the tank-wagon price 
itself are small tank-truck deliveries 
to a few farmers or other consumers 
who cannot meet the requirements of 
classification as “commercial” users. 
The desire of many fleet owners, en- 
titled to a commercial price on tank- 
truck deliveries, to secure deliveries 
direct at service stations instead has, of 
course, exerted a great pressure to 
extend commercial discounts to the 
service stations. When that is done, 
however, the inevitable result, working 
through a vicious circle of sequences, 
invariably is the gradual extension of 
such discounts until almost anyone 
can obtain them. The net result, 
therefore, usually is an effective reduc- 
tion in the retail price and a nullifica- 
tion of the “‘ posted” price to all except 
those innocent purchasers who naively 
pay the full price. It is simply another 
of the effects of a too-wide margin. 


Marketing Costs 


Under these conditions the impor- 
tance of marketing costs undoubtedly 
will become increasingly important. 
The pressure of crude production is 
forcing more and more companies to 
push their product upon the market 
at constantly increasing marketing ex- 
pense per gallon. At the same time, 
the opportunity of obtaining a wide 
margin per gallon between delivered 
cost and retail price is being circum- 
scribed more and more by price cutting, 
some of which has a basis in lower 
marketing expense. 

Some comparisons, recently made by 
the writer, of the costs of marketing at 
retail service stations with those ™ 
other retail lines indicate that the cost 
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of retailing gasoline and oil probably 
exceeds that of almost any other ordi- 
nary retail trade. The cost of rent alone 
in the service-station business, includ- 
ing therein all actual rental paid and 
interest, taxes and depreciation on 
land, buildings and equipment, prob- 
ably averages for company-operated 
service stations throughout the country 
not less than two cents per gallon; as a 
percentage of total net sales this 
amounts to from eight to ten per cent 
or more, which easily exceeds the 
similar rent expense of any ordinary 
retail trade. A station, to get any 
decent gallonage today, ordinarily must 
be located on a good traffic street and 
it must have a good frontage on the 
street, together with attractive and 
convenient facilities which must be 
especially designed for the purpose and 
which, unlike the quarters of most 
retail establishments, cannot be con- 
verted to use for other retail purposes. 
That frontage is expensive, and so are 
the facilities, but this does not deter 
other companies, pressed for gallonage, 
and so they also build stations, with a 
consequent dilution of the average gal- 
lonage for all outlets and a resulting 
high average marketing cost per gallon. 

The marketing expense per gallon at 
a service station increases very rapidly 
as the gallonage decreases, for a large 
part of the expense is fixed; even the 
largest of the variable items, salaries, 
usually cannot be reduced in proportion 
to a serious decline in sales. Since the 
margin per gallon is practically con- 
stant as between stations of different 
volume, it can readily be seen that the 
reduction in profit is entirely out of 
Proportion to a reduction in sales. 
Actual computations, for instance, 
show that if the sales at a salary- 
operated station, doing say 12,000 
gallons per month, are reduced by 33 


per cent, the reduction in marketing 
profit is about 80 per cent—or, to 
reverse the illustration, if at a salary- 
operated station, monthly sales of 
8,000 gallons could be increased to 
12,000 gallons, the marketing profit 
would be increased about five times. 
This is illustrated by the figures given 
in Table I which, while hypothetical, 
probably are reasonably representative 
of average situations. 

The seriousness of dilution in its 
effect upon unit expense and profits, 
therefore, can readily be appreciated, 
especially in view of the fact that for 
all company-operated service stations 
in the United States the average 
monthly gasoline sales probably are 
not even 8,000 gallons per month. 
One of the most serious problems in 
this connection is the dilution of a 
company’s service-station gallonage by 
its own dealers. Obviously, for a com- 
pany to set up dealers in a locality 
where it has its own service stations 
involves some dilution of its service- 
station sales. The dilemma, of course, 
is that if such dealers’ outlets are not 
taken, another oil company will take 
them, and at least a part of the dilution 
will take place. Such, at least, is the 
reasoning of most marketing executives. 
The predominating fact, of course, is 
that for most companies the struggle 
for gallonage by itself thus far has 
outweighed consideration of the profit- 
ableness of individual outlets. In most 
companies, moreover, little information 
is obtained or studied regarding the 
profit of individual outlets. Since 
there is, of course, a general realization 
of increasing costs, it is not strange 
that each company should do its utmost 
to secure a greater share of the business 
through its outlets by means of im- 
proved products, effective advertising 
of its brands and better service. 
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Taste [. Comparative MontTHLY OPERATING STATEMENTS OF SERVICE STATIONS witx 
Montuiy Gasouine SALES OF 8,000 AND 12,000 GALLons 


8,000 Gal. per Mo. 
Service Station 


Sales 






12,000 Gal. per Mo. 
Service Station 








Crtinany QHOUNOs i. cscivescsxcvices 5,600 gal @o.16 $896 8,400 gal. @ 0.16 
PREDMUG BANOUNG. 60c sc ecscssesevavs 2,400 gal. @ 0.19 456 3,600 gal. @ 0.19 
Ordinary motel Oil. <.ccciciiéccssawes 100 gal. @ 1.00 100 150 gal. @ 1.00 
Premium motor oil................ 60 gal. @ 1.40 84 90 gal. @ 1.40 
Misc. sales alcohol, greases, etc...... 15 
Total sales $1,551 
Cost of Sales (Delivered at service station) 
CRGIBATY QHOOUGR. bi0 5.6 i ccccececiewee 5,600 gal @o.10 =$560 8,400 gal.@o.10 §$ 840 
PLOMIBM GONOTBE. «060 52 secdies ese 2,400 gal. @o.115 39276 3,600 gal. @ 0.115 414 
err 100 gal. @ 0.35 35 150 gal. @ 0.35 52 
Premium motor oil..............04- 60 gal. @ 0.45 27 90 gal. @ 0.45 40 
Misc. sales alcohol, greases, ¢tc..... 7 12 
Total cost of sales $ 905 $1,358 
Gross Margin $ 646 3 on 
Expenses 
SOO Bi DOING ai os tind sce sacenssiakdnessens $230 
Heat, electricity, water, supplies..........ccccccescccccs 35 
Evaporation & other shortage loss...............eseeeees 8 
Rent, including interest on investment, taxes, and deprecia- 
con ccuysnsigeckedcductdatacskdesedeneaes reeds 160 
Pe ORE SURIRIIIRINNGS 6 o5 5 ic ccecerdcacacnsesuacaees 20 
NL 495.64 08s a0ac4 bie enes hacteae eee baenemats 20 
PS 6's scc0sdbbelianeendeeeasteensks babudenae 32 
Ie ic hinns on cvinian dhe henpendeoers tiene 100 
Total expense $ 605 
Net Profit $ 4! $ 224 
Total expense: 
ee Ne is iia Fs bx Same as 39.0% 32.1% 
PE Se Oe Ns dices conn 64sunsepasvoeneseeredueeewas 7.6¢ 6.2¢ 


It usually is assumed that there is 
nothing that the oil marketer can do 
materially to affect the total gasoline 
consumption. His only hope, there- 
fore, is to secure a greater proportion 
of the existing demand. He can at- 
tempt to do that through the negative 
device of cutting prices, but in most 
cases little permanent benefit will ac- 
crue, for his competitors will follow 
him shortly and neutralize his advan- 
tage. He can advertise his products 
and his service more widely without 
improving them or he can improve 
his products or his service without 
advertising them—neither device will 













be very effective without the other. 
He must try, therefore, to do both. 


Other Marketing Developments 


This raises a question as to the im- 
portance of quality—of both products 
and service—so far as sales are con- 
cerned. The qualities of gasoline for- 
merly stressed were gravity, volatility, 
color, and end-point; however, other 
than quick-starting ability in winter, a 
function of volatility, these qualities 
did not have much real significance to 
the automobile driver. This is not 
true, however, of the anti-knock quality 
which has become of genuine impor- 
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tance with the increase of compression 
ratios in automobile motors. Differ- 
ences in quality of motor oil likewise 
are becoming more important and 
better recognized, and there is no 
doubt that the public already is keenly 
interested in the quality of service. 

If these things are true we may 
expect the public to become more 
and more brand-conscious. We may 
expect to see more difficulty encoun- 
tered by the jobber or dealer who has 
no well-advertised, high-quality brands 
and more price cutting on his part as 
a result. We certainly may expect 
to see more money spent in improving 
quality, in advertising, and in service- 
station facilities. These factors of 
course mean a general stepping up of 
the “ante” all the way along the line. 

Lately there has been evident a 
movement toward the sale of other 
merchandise at service stations, chiefly 
tires, batteries and miscellaneous other 
automotive accessories. We probably 
must interpret this in its broadest 
sense as an attempt to reduce the 
effective cost of marketing gasoline 
and oil by securing some extra revenue 
to help carry the increasing expense 
load and take the place of the decline 
in revenue from a diluted oil-and- 
gasoline volume sold on a narrower 
gross margin. On the contrary, it 
may be held that the movement owes 
its origin simply to the fact that addi- 
tional profit can be made from selling 
these other lines. Whatever the con- 
scious or unconscious motives may be, 
however, the important question is 
whether or not this development is 
economically sound. There are many 
reasons to believe it may be if properly 
handled; there are various products 
related to automobile use which prob- 
ably can be distributed through existing 
service stations with relatively little 





increase in selling expense. It seems 
to the writer to be a sound economic 
principle that any commodity in the 
long run will tend to be sold through 
that medium which combines the great- 
est degree of economy in distribution 
with convenience to the customer. 
For a number of products the service 
station would seem to provide this 
combination. 

It may well be, however, that a 
more generalized approach eventually 
will have to be made to the whole 
question of marketing expense in the 
oil industry. So far as service stations 
are concerned this may be along the 
line of seeking even more fundamental 
means of reducing expense through 
additional revenue than merely selling 
other lines. Because of the low poten- 
tial earnings per square foot or per 
dollar of real investment, a question 
might be raised, for instance, as to 
whether the high cost of the real estate 
and of the building and equipment 
necessary for a good-volume service 
station is warranted merely for that 
operation. It may be that eventually 
oil companies will have to try to utilize 
the “air rights” or the space at the 
rear of the lot for other purposes. 
Concerning these questions, of course, 
one can only speculate at the present 
time. In any event, however, adding 
new lines of merchandise or seeking 
other sources of revenue will complicate 
the marketing problem and place still 
greater strains on the marketer’s quali- 
fications and his resources, both of 
capital and of ability. 


Conclusion 


In conclusion we may summarize 
by reiterating the statement that most 
of the unusual marketing problems of the 
petroleum industry are traceable to the 
pressure of overproduction of crude oil 
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for a market. We have seen the 
mechanism for the exertion of that 
pressure develop, from the stage when 
it was relatively indirect because pro- 
duction was not linked with refining 
and marketing, to the present stage 
when a high degree of integration makes 
for an exceedingly direct conduit of 
that pressure. ‘There appears to be no 
prospect of a satisfactory solution to 
the overproduction of crude oil through 
the free operation of supply and 
demand; neither does proration offer 
any really constructive solution, even 
though it mitigates the problem of the 
immediate above-ground supply. There 
appears, therefore, only the hope that 
the states may restrict new drilling, not 
a very likely prospect for the immediate 
future, or that new discoveries may not 
be made so rapidly when present flush 
fields have begun to wane. Since this 
at best would be some time hence, 
however, no relaxing of the pressure 
of crude-oil overproduction seems im- 
mediately in prospect. 

We may expect to see the pressure for 
sales of gasoline continue, therefore, 
to break out in increased outlets, in 
various forms of price cutting, and in 
increased marketing costs. The effect 
of these factors is cumulative, and it is 
believed that they already have reached 
the point where they leave to the 
average oil company very little profit 
from its marketing activities. With 
the growing integration of oil com- 
panies, more and more of the revenue 
from other ends of the _ business 
probably is being pushed over into the 
marketing end, to be used there in the 
expensive struggle for assured outlets. 
It does not seem unlikely, therefore, 
that we shall see much of the excess 
capital, which has been so prodigally 
poured into the industry, finally dissi- 
pated on the marketing battle-front. 
The lower rate of earnings probably 
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will make it impossible for many com. 
panies to secure additional supplies of 
capital to carry on except on rather pro. 
hibitive terms. Such companies will 
of course, have difficulty in keeping up 
with manufacturing progress and there. 
fore in maintaining high relative quality 
of products and volume of sales, t 
say nothing of attractive and efficient 
merchandising facilities. In no indus. 
try, probably, have there been more 
examples of men grown rapidly wealthy 
by fortuitous discoveries of oil or by 
capitalizing on the marketing oppor- 
tunities afforded by a rapidly increasing 
gasoline demand and wide gross margins. 
There has been, on the other hand, the 
less romantic but more conservative and 
perhaps sounder development by some 
of the older companies, and it now seems 
probable that the industry is settling 
into that stage of survival of the fittest, 
which will see the elimination or absorp- 
tion of many of the companies whose 
growth was so sensational. 

This may seem to be a conclusion 
reached merely because the present 
business depression has accentuated the 
difficulties of the industry, but it is 
believed that the depression merely 
has precipitated some of the inevitable 
results and hastened the process of 
elimination. There can be scarcely any 
doubt that the industry is vastly 
overcapitalized in almost every branch 
and particularly in the marketing end. 
If, therefore, it is true that differences 
in efficiency and in expense per unit 
of output are most sharply defined 
in the marketing end of the business, 
then the conclusion seems warranted 
that the struggle for survival will focus 
most sharply in that department of 
the industry. In that struggle the 
possession or command of capital will 
be important, but even this factor will 
probably be less important than sound 
merchandising. 
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THE UNIFICATION OF RAILROAD TERMINALS 
By MARVIN L. FAIR 


Introduction 


has been brought to public atten- 

tion by the recently announced 
plan of the Interstate Commerce Com- 
mission for the “consolidation of rail- 
roads”! and the recent proposal for 
consolidation of eastern railroads. In 
its report the Commission recognized 
at the outset not only the necessity 
for careful allocation of terminal proper- 
ties in any plan for consolidation but 
also the necessity for greater efficiency 
and reduction of unjust practices to be 
effected by cooperation and unification 
in terminal operations. 

It is only within recent years that 
interest and progress in cooperation 
and unification have assumed significant 
proportions. Since our railroads have 
been conceived and developed along 
distinctly competitive lines, our ter- 
minal districts have developed as areas 
in which each carrier has attempted in 
so far as possible to provide the terminal 
facilities and services necessary to 
handle its own traffic. Moreover, gov- 
ernment control through the regulation 
of the Interstate Commerce Commis- 
sion has until recent years attempted to 
maintain competitive relations between 
the carriers. Indeed the development 
of effective regulation of rates, since it 
caused the emphasis in railroad com- 
petition to be shifted to the field of 
railroad service, served only to accen- 
tuate the struggle for competitive 
advantage within the terminal districts. 
lo attain this competitive advantage 
each carrier’s terminal development 


- To problem of terminal unification 


"Consolidation of Railroads, 159 I. C. C. 522, 
December, 1929. 


was naturally directed toward the 
realization of a complete network of 
terminal facilities including freight 
houses, team tracks, running tracks, 
industrial sidings, interchange tracks, 
classification yards, and (if it be a 
port terminal) various types of piers 
and pier stations, lighters and car 
floats. These facilities came to repre- 
sent great investments and strategic 
business assets which the rail carriers 
may be expected to guard and preserve 
with vigilance. 

Without attempting an analysis of 
the tasks of carrying out a consolidation 
program in any given terminal district 
or districts, the writer hopes to give a 
clear statement of some important 
factors involved in the problem of 
railroad-terminal consolidation. 


The Beginning of Cooperation and 
Unification in Terminal Operation 


In the course of time it became appar- 
ent that the theory of individualistic 
control, development and advantage 
when applied in an important terminal 
district would fall of its own weight.’ 
Self-sufficiency in terminal operations 
could not continue in a terminal dis- 
trict where competing lines were con- 
stantly increasing in number and where 
land values were steadily rising. Long 
before public agencies began the agita- 
tion for greater cooperation and uni- 
fication in terminal operations, the 
carriers had instituted, especially in 
our larger terminal districts, a varied 
number of cooperative and joint 
arrangements. There came into ex- 
istence, therefore, many joint arrange- 





2 Chicago Junction Case, 71 I. C. C. 631, 1922. 
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ments for interchange of freight or 
reciprocal industrial switching, car in- 
spection, reciprocal puller service, and 
various localized joint facilities such as 
shops, bridges, stations, and team 
tracks. In our larger terminal districts 
there were to be found scores of such 
joint arrangements or facilities among 
carriers. 

In the decade immediately preceding 
the Great War, terminal railroads came 
into prominence in a number of our 
terminal districts. ‘These carriers were 
usually jointly owned and controlled by 
several of the line-haul carriers which 
they served as joint facilities in the 
handling of interchange freight. 

The facilities of these interchange 
carriers included classification yards, 
transfer tracks and stations, complete 
or partial belt lines, and certain other 
specialized equipment. It is interest- 
ing to notice that these joint facilities 
had more conspicuous and rapid devel- 
opment in such inland terminal districts 
as Chicago and St. Louis than at port- 
terminal districts such as New York and 
Philadelphia. The railroads serving 
the inland terminals interchange a 
very large proportion of their traffic. 
On the other hand, the natural water- 
belt line at New York has permitted 
each of the many rail carriers entering 
that terminal district to obtain access 
to a large part of the port area without 
involving rail interchange or the use of 
intermediate carriers. Similarly the 
extensive water-front and the limited 
number of entering trunk-line carriers 
have permitted a large degree of self- 
sufficiency at such terminal districts as 
Philadelphia, Baltimore, and other port- 
terminal districts. An abundance of 
water-front, therefore, reduces the phy- 
sical necessity for cooperation among 
rail carriers at port centers. 

It was after 1910, and especially after 


the beginning of the Great War, that 
both the wastes of competition in 
terminal services and the injustice jp 
the practices in terminal charges came 
to command the attention of the public 
and semipublic agencies. In its con. 
clusion in the New York Harbor Case 
the Interstate Commerce Commission 
stated its conviction that the great 
terminal problem at New York was 
largely the result of the distinctly 
competitive development and operation 
of that terminal district. The joint 
arrangements and facilities found in 
that port were of minor importance. 
Only through the subordination of the 
separate interests of the carriers and 
through unification, the Commission 
held, could the problem of adequacy 
and economy of terminal operation in 
the New York district be solved.’ 
When the dense traffic of the Great 
War thrust itself on the railroads, the 
congestion in our terminals became a 
matter of national concern. Although 
we had experienced a similar condition 
of transportation inadequacy in 1906 
and 1907, as a nation we were neverthe- 
less surprised to find our magnificent 
railroad system entirely inadequate to 
meet the nation’s needs. The terminal 
problem was brought strikingly to 
public attention. Our surprise at the 
realization of conditions resulted in 
investigations both during the War 
and during the years immediately fol- 
lowing it. Among these investigations 
were those made in connections with the 
following: conditions of railway com- 
petition in the harbor of New York; 
conditions of railway competition at 
Chicago;® terminal charges at Atlantic 





3 New York Harbor Case, 47 I. C. C. 732-734- 

4 New York Harbor Case, 47 I. C. C. 732, 1917: 

5 Preliminary Report of Chicago Railway Terminal 
Commission, 1915. 
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ports;* plans for improvement of New 
York terminal district;’ and wasteful 
competitive conditions at St. Louis.’ 
These various efforts to diagnose the 
terminal problem emphasized the waste- 
ful and unjust practices which had 
crown out of the competitive con- 
ditions in our large terminal districts. 
Through these reports the public gained 
some notion of the poor utilization of 
the terminal facilities, the large amount 
ff unnecessary handling and the indirect 
routing of freight, which, along with 
unjust practices in terminal charges, 
characterized our terminal operations. 
All were born of competition in ter- 
minal construction and operation. 

In 1920 the Interstate Commerce 
Commission went beyond its policy 
of preventing undue and unjust dis- 
crimination in terminal charges and 
operation, in recommending to Congress 
that a clause be inserted in the Trans- 
portation Act of 1920 which would 
under certain conditions provide for the 
joint use of railroad terminals. The 
same Congress passed the Merchant 
Marine Act of 1920, which along with 
the Transportation Act included a 
clause providing for an investigation 
into port-terminal charges with a view 
to reducing the discrimination in the 
absorption of such charges. It was 
hoped that these measures not only 
would reduce discrimination but also 
would make for material improvement 
in efficiency of terminal operation and 
development. After almost a decade 
both of these positive measures have 


_* Terminal Charges at United States Ports by C. O. 
Ruggles for United States Shipping Board, 1919. 

’ New York-New Jersey Port and Harbor Develop- 
ment Commission Report, 1920. 

‘St. Louis Engineering Committee Report, 1922. 

’ For analysis of I. C. C. policy in terminal regula- 
ion see the author’s article entitled “The Interstate 
Yommerce Commission and the Railroad Terminal 
Problem” in The Quarterly Journal of Economics 
ior May 1930, Vol. XLIV, pp. 462-492. 
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proved most difficult to apply.” Hav- 
ing apparently found these clauses 
impractical and inadequate, in 1929 the 
Interstate Commerce Commission fi- 
nally in its consolidation report went on 
record as being in favor of a more or 
less far-reaching unification of railroad- 
terminal facilities and operations. 

To effect “efficient and economical 
operation and the free movement of 
traffic” the Commission holds that all 
“terminal properties should be thrown 
open to all users on fair and equal 
terms.” ‘To obtain this access of a 
shipper to all facilities and of a carrier 
to all shippers the Commission proposed 
the unification of all terminal lines in 
the respective terminals. 

This was a courageous and significant 
pronouncement, but any program of 
far-reaching unification may expect to 
face great difficulties. We need not go 
far to find ample warning of the dif- 
ficulties to be confronted. ‘The port of 
New York authority created in 1921 
adopted comprehensive plans for the 
development of the New York terminal 
district. These plans provided for such 
extensive unifications as the formation 
of a centrally operated system of belt 
lines, unified lighterage, and car-float 
service, and universal freight stations 
on Manhattan. The first of its major 
projects in unification was to be the 
formation of Marginal Belt Line No. 13, 
a belt line on the New Jersey water- 
front which would connect the water- 
front tracks of the various railroads ly- 
ing between Bayonne and Weehawken. 
Presumably the port authority viewed 
this project of unification as one of the 
easiest to justify. Nevertheless, the 
carriers to be served by the new belt line 
vigorously opposed its formation. 

The fact that the four individual 
units had been operated as a through 





10 [bid., pp. 485-491. 
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belt line by the Railroad Administration 
with a 100% increase in capacity was 
not a sufficiently convincing argument 
to the carriers. It was admitted at 
that time by the President of the 
New York Central Railroad that the 
proposed belt line would cause a saving 
of $1,000,000 per annum and that the 
capacity would be increased 100%.!! 
The fact that some cars were found 
to travel 187.3 miles, instead of a 
practicable distance of 43.5 miles, and 
to consume five days en route should 
have been convincing to the dissenting 
railroads. Other shipments traveled 
115 miles instead of a_ practicable 
distance of eight miles, four days being 
consumed en route. Instead of ordi- 
nary switching charges for the direct 
movement, the tariffs on the cars by 
way of circuitous routing ranged from 
$35 to $240 per car." 

But in September, 1923, the carriers 
announced themselves as “bowing to 
overwhelming public opinion’”—and, 
we might add, to economic necessity— 
“that traffic conditions in this port must 
be radically improved as soon as pos- 
sible.”45 The carriers finally sub- 
scribed the $500,000 necessary to make 
the improvements. 

This experience of the port of New 
York serves only to show that com- 
petition in terminal operation is strongly 
intrenched, because of the extensive 
investments now existing in terminal 
facilities together with the determina- 
tion of each fortunate carrier to main- 
tain its competitive advantage in these 
facilities. The recommendations and 
plans for cooperation and unification 
which metropolitan planning commis- 
sions and terminal agencies have made 





1 Port of New York Authority, Annual Report, 
1924, p. 8. 

12 Tbid., p. 11. 

13 Tbid., p. 12. 


as a result of their investigations (a 
few of which have been thorough and 
dependable) have been violently op- 
posed by our rail carriers. Community 
welfare and private-railroad welfare are 
not synonymous. 

Only through the development of 
tremendous pressure from the termina] 
communities and the country at large 
can we expect these barriers to give 
way to a program of unification, no 
matter how good a program it may be, 
However, during the past year or two 
the competition of the now well-devel- 
oped motor-highway transportation 
heads the list of those competitive 
forces which endanger the very future of 
the railroads. In the efficiency of train 
movement in line-haul operation the 
railroads certainly need not fear the 
motor vehicle. It is rather the high 
costs and delays incident to railroad- 
terminal operations which have afforded 
the fertile field of exploitation for the 
modern motor vehicle. If the rail 
carriers but recall that “all those who 
take the sword shall perish with the 
sword,”’ they may in the very near 
future give more heed to suggestions 
and plans for terminal unification and 
cooperation. 

Although the need for elimination of 
wasteful conditions in our terminal 
districts calls for vigorous procedure, 
we must nevertheless, both in justice to 
the railroads concerned and even to the 
public at large, recognize the immensity 
of the problem and proceed with 
discretion and discrimination. 

We should not, therefore, place too 
much faith in any proposal for ter- 
minal consolidation which minimizes 
the difficulties to be confronted or 
which does not carefully discriminate in 
regard to the types of terminal coopera- 
tion and unification that might be 
employed as well as the types of 
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terminal districts involved. What then 
is our problem? First, we must an- 
alyze accurately the classes of services 
and facilities. Secondly, on the basis 
of such analysis we should accurately 
gauge the economies and the degree of 
equality of opportunity that would 
come with various types of cooperation 
and unification. We should then be in 
a position to determine the type or 
degree of unification that is best for 
specific terminal districts. Lastly, we 
must consider the best means or method 
of bringing about the desired unification. 


The Problem Analyzed 


1. The Services and Facilities. 


A railroad’s operations in a terminal 
district may be divided into three 
groups or classes. The first group 
includes the more or less noncompeti- 
tive operations such as the interchange 
of cars, loaded and empty, in inter- 
change switches, classification yards, 
and belt lines, and the joint use of 
running tracks, bridges, and so forth. 
These inter-railway facilities constitute 
the outer facilities of a large terminal 
district. The second major group con- 
sists of the distinctly competitive ser- 
vices which are involved in the delivery 
and originating of traffic whether at 
the industrial siding, at the team track, 
or at the freight house. In the second 
group the railroads have their contact 
with the shipping public. Then there 
is the group of operations which fall 
between the two major groups, being 
only partly competitive in nature. 
rhis group includes the handling of 
repair cars, icing operations, the han- 
dling of “over” and “short” cars, and 
the storage of cars. Asa matter of fact, 
these groups of terminal operations 
and services have been recognized and 
differentiated in the various types of 
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cooperation and unified operation in 
existence today. Clearly all these 
groups of services must be considered in 
the adoption of any comprehensive 
plan of terminal consolidation. The 
difference in the necessity for coopera- 
tion tends to be most apparent and 
easy to accomplish in the first group and 
most difficultin thelast group. Indeed, 
it is possible to have cooperation 
in consolidation in one group and not in 
the others. 

The Commission’s recognition of the 
need of providing equal and free access 
to all terminal facilities by all carriers 
and traders and the need of eliminating 
the uneconomic and unjust practices 
through “unification of terminal facili- 
ties everywhere”’!* may, in the light of 
the practical requirements for the per- 
formance of the various functions of 
terminal operation, be an exaggeration 
of the lengths to which we should go in 
ourterminal unification. Furthermore, 
as we shall see in the next section, 
“the unification of all terminal lines in 
the respective terminals” which the 
Commission holds as the immediate 
objective in approving consolidation 
plans, while more practical, might 
accomplish little toward attainment of 
the goal of greater economy. Let us 
examine the respective merits of the 
types of unification and cooperation in 
the light of differences in the service 
requirements of terminal districts. 


2. The Types of Terminal Unification. 


(1) Various types and degrees of 
cooperation and joint control or unifica- 
tion have been found effective in the 
various aspects of terminal operation. 
The first type may be said to include 
those various minor joint facilities and 
arrangements which were alluded to as 
the earlier aspect of cooperation of 





14 Consolidation of Railroads, 159 I. C. C. §23. 
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carriers and which modify what are 
essentially individual and independent 
facilities and operations.!® 

Cooperation of this type or degree has 
become quite common in our important 
terminal districts, there being no less 
than 810 such arrangements among 
the thirty-one trunk lines and other 
railroads serving the Chicago district." 

The popularity of this type of joint 
or cooperative action is understandable, 
no doubt, because it has enabled the 
carriers to realize some operating econ- 
omies or traffic advantages of more or 
less importance without the surrender of 
any real competitive advantages. The 
joint or reciprocal arrangement for 
industrial switching is quite common, 
because in a large proportion of cases 
the line-haul carrier is not able to 
reach the industries for which it handles 
shipments. This reciprocal switching 
may prompt the carriers to adopt a 
uniform switching tariff, as in the case 
of the Lowry Tariff of Chicago. The 
switching of cars in interchange move- 
ment between two adjacent carriers is 
also often subject to such reciprocal 
operations. ‘Two carriers under these 
conditions alternate monthly or quar- 
terly in the handling of cars in direct 
interchange between the two roads. 
Such an arrangement greatly reduces 
the switching and doubles the loaded 
movement of the locomotives used in 
direct-interchange operations. Where 
this arrangement for reciprocal or joint 
facilities includes team tracks and 
freight houses (which is not often the 
case), it may permit specialization 





15 These facilities and arrangements usually include 
joint arrangements, interchange, industrial switching, 
car inspection, reciprocal “puller” service, and 
various localized joint facilities such as repair shops, 
bridges, team tracks and even stations, which one 
carrier may enter into with one or two other adjacent 
carriers in serving a given terminal district. 

18 The Freight Trafic of The Chicago Terminal 
District, p. 17. 


in two given freight houses to the 
extent that one becomes an inbound 
freight house and the other an outbound 
freight house. While the economies of 
this class of joint-terminal operations 
are considerable in many cases, they in 
no wise approximate the major econo- 
mies which the Interstate Commerce 
Commission and other students of the 
problem have in mind. 

(2) The second type consists of the 
use of so-called Operating Committees, 
This is the simplest and one might say 
the mildest form of joint control which 
extends over either a large part or all of 
the carriers in a given terminal district. 
Such Committees created during the 
period of the Great War have been 
restored and continued at Cleveland and 
Cincinnati, Ohio. These committees 
are composed of operating officers from 
the various carriers which serve a re- 
spective terminal district. They meet 
weekly or biweekly. Through their 
integration of the work of the various 
bureaus and committees which are 
concerned with bad-order cars, “over-” 
and “short-” order cars, and “no-bill 
cars” and by the establishment of more 
direct handling of empty cars going to 
“home” roads, they have not only 
simplified the interline accounting re- 
quired to handle the cars within the 
given terminal district but also have 
greatly facilitated the flow of traffic 
in their respective terminal districts. 
Nevertheless it may be said that these 
committees, helpful as they are, do 
not modify individual competitive ter- 
minal operation to the degree essential 
for the realization of the major econo- 
mies of unification. 

(3) We find in a number of our large 
terminal districts a third and more 
significant type of cooperation, namely, 
extensive terminal carriers which serve 
a number if not all of the trunk lines 
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within the terminal district. These 
carriers, through extensive belt lines, 
-lassification yards, and possibly trans- 
‘er yards, often perform a major part of 
the interchange operations of carriers 
within a given terminal district. At 
the port of San Francisco the state 
owns and operates a belt line which 
serves all the carriers on the San 
Francisco side of the bay. At the ports 
of New Orleans, Louisiana, and Charles- 
ton, South Carolina, there are city- 
owned belt railways serving the various 
carriers entering the port areas. Phil- 
adelphia has a controlling interest in a 
partial belt line at its port. There are 
in addition about eleven large terminal 
districts where a terminal company or 
association controlled by the trunk 
lines themselves performs a major part 
of the interchange operations between 
the rail carriers and between the rail- 
carriers and the water carriers. ‘These 
districts include: St. Louis, Missouri; 
the Hampton Roads district; Houston, 
Texas; Toledo, Ohio; Indianapolis, In- 
diana; the Kansas City, Missouri- 
Kansas City, Kansas district; the 
St. Paul, Minneapolis, district; the 
Potomac Yard district near Wash- 
ington, D. C.; Detroit, Michigan; 
Galveston, Texas; Jacksonville, Florida; 
and Birmingham, Alabama. In the 
cases of New Orleans and Galveston, 
there are two major belt and transfer 
carriers. In each case one belt line 
serves the water-front area and one 
serves the outlying area back of the 
port district. It is at Chicago that we 
find a multiplication of major belt or 
terminal lines, which are controlled by 
one or more of the line-haul carriers. 
The establishment of the large unified 
terminal companies and associations in 
the eleven terminal districts referred to 
was in most cases really the result of 
the consolidation of former terminal 


carriers. ‘The proposal of the Inter- 
state Commerce Commission to unify 
“all terminal lines in the respective 
terminals” would be but an extension 
of the consolidation which has already 
been going on in some of the larger 
terminal districts. This, it may be 
observed, is quite different from the 
unification of all the terminal prop- 
erties in a terminal district, since many 
of the terminal properties even in our 
large terminal districts are owned and 
operated by individual trunk-line car- 
riers. Some trunk-line carriers like the 
Baltimore and Ohio at Chicago have in 
a given terminal district an extensive 
mechanism to perform classification and 
interchange services and to provide the 
local delivery and dispatching opera- 
tions.” It is obvious, therefore, that 
the unification of terminal lines in the 
respective terminals would not permit 
all terminal properties to be thrown 
open to users on fair and equal terms, 
which is the declared objective of the 
Commission. It would not even throw 
open all the “non-competitive” inter- 
change facilities now involved in 
classification, belt-line and _ transfer 
operations as integral parts of “non- 
terminal” or trunk-line carriers. 

To give each carrier within a terminal 
district equal access to “‘non-competi- 
tive” interchange facilities, there must 
be a unification of all interchange 
facilities such as was recommended a 
few years ago by Professor Ripley. 
The unification of all these facilities in 
a given terminal district he called the 
“middle ground” between the present 
competitive individual operation and 
the proposal to have a complete unifica- 
tion of all the railroad terminal proper- 





17 The extensive terminal facilities of the B. & O. in 
Chicago are operated as the B. & O. Terminal Rail- 
road of Chicago. 
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ties. According to Professor Ripley, 
all belt-line business including transfer 
or interchange operations would be 
performed as a single cooperative enter- 
prise by all the railroads entering the 
terminal district, either under railroad 
control or with partial public participa- 
tion."* Although the number of car- 
riers and the volume of traffic of a given 
terminal district may be such as to 
require several belt lines, as at Chicago, 
Professor Ripley contended that they 
should be operated as one system. The 
unification provided for in the Ripley 
suggestion is less far-reaching, however, 
than that provided for in the recom- 
mendations of some of the terminal 
commissions and committees which 
have made comprehensive surveys of 
conditions in New York, Chicago, and 
St. Louis. The St. Louis Railroad 
Terminal Association in its present 
operation approximates the degree of 
unification proposed by Professor Rip- 
ley. The railroads at St. Louis, how- 
ever, still perform much of the 
classification of freight both inbound 
and outbound in addition to the classi- 
fication of local traffic which they deliver 
and receive. The St. Louis Engineers 
Committee recommended in 1922 that 
all classification be consolidated. 

What are some of the economies 
which are to be obtained from the 
unification or consolidation of this 
division of terminal operations as con- 
templated in the suggestions of the In- 
terstate Commission and of Professor 
Ripley and others? Better dispatching 
of trains would result because (a) each 
industry located on the belt or con- 
necting lines of track would have 
ready access to all lines; (b) traffic 





8 Ripley, W. Z., “The Problem of Railway Termi- 
nal Operation,” HARVARD BUSINESS REVIEW, 
Vol. IV, p. 273. 

1 [bid., p. 385. 
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would be more certain to move by the 
most direct routes; and (c) trains could 
be made up for certain destinations 
more quickly and regularly. The de. 
livery of freight would be facilitated 
because all industries served by the 
terminal carrier could get their freight 
without the numerous delays which go 
often are incurred by a car switched 
over the tracks of several railroads jp 
moving from one side of a city to a 
factory or pier on the other side of the 
city. Yard room would be conserved 
because of the joint-interchange opera- 
tions. More intensive use of piers and 
transfer platforms would result be- 
cause of the greater flexibility which 
would be possible in the routing of 
trafic. Delays and high switching 
costs could be reduced materially be- 
cause such consolidation of interchange 
facilities would mean (a) more expert 
terminal crews, (b) heavier loading of 
locomotives, and (c) less circuitous 
routing of freight and a reduced amount 
of switching in classification and 
transfer. 

(4) The fourth type or degree of 
terminal unification is the complete 
unification of all railroad-terminal fa- 
cilities and properties in the given 
terminal district, operated as one sys- 
tem by a corporation or by a public 
agency. Such a consolidation of the 
competitive operations within a ter- 
minal district has been recommended 
by the Chicago Railway ‘Terminal 
Commission,” by Commissioner East- 
man in his concurring decision in 
the recent consolidation report of the 
Interstate Commerce Commission” and 
by other terminal investigators.”* This 





20 Chicago Railway Terminal Commission Pre- 
liminary Report, 1915, p. 10. 

21 Consolidation of Railroads, 159 I. C. C. 522, 526 
(1929). 

22 See list of terminal experts given by Prof. Ripley 
in HARVARD BUSINESS REVIEW, Vol. LV, p. 274. 
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type of unification, it is claimed, will not 
only secure all the advantages and 
economies of the third type but will go 
much further in making a terminal 
district a coordinated transportation 
unit, one which will give free access to 
all on equal terms. It is difficult to 
know how the Interstate Commerce 
Commission can expect to provide 
terminals which will be “open to all 
users on fair and equal terms” if 
unification is to be confined to the 
consolidation of existing terminal rail- 
roads. What of all those facilities 
which are part and parcel of the line- 
haul carriers? How can a complete 
reorganization of the transportation 
facilities of a terminal district be effected 
without surrender of considerable in- 
dividual control? Economy in ter- 
minal structure, operation, and space 
occupied by terminal facilities can best 
be assured through complete unification 
of rail facilities in a given terminal 
district. Such action would also facili- 
tate the unification of highway and 
water facilities which are employed in 
intra-terminal operations. The result 
should be reduction of congestion in 
streets and at pier stations and elimina- 
tion of the other competitive wastes so 
notorious in the operation of these 
facilities in our largest cities. And 
finally, important economies could be 
expected to arise from the centraliza- 
tion of car supply, of repair of equip- 
ment, and of responsibilities in terminal 
handling of traffic. 

We must not overlook the fact that 
the weakest part of the freight opera- 
tion in a very large terminal district is 
the downtown area of rail facilities, 
including freight houses, team tracks, 
grade crossings, commercial sidings, and 
in some cases lighterage equipment. It 
is there that the congestion is most 
serious, that costs of operation are 


mounting most rapidly, and that waste- 
ful duplication is most conspicuous. 
These facilities, it may be noticed, 
would not be directly affected by a 
consolidation of only the outer inter- 
change facilities. The major portion 
of l.c.l. freight in a large terminal 
district is interchanged in the congested 
district of the city. This is illustrated 
by the data collected in a_ recent 
investigation of the Chicago terminal 
district.2* This report showed that 
87 per cent of the freight traffic in cars 
handled in the Chicago district was 
local trafiic—traffic originating in or 
destined to 5,000 points of destination 
and origin in Chicago. Of the local 
inbound traffic, 24% was destined 
to freight houses and team tracks. 
Much of the 76% destined for in- 
dustries also went downtown, neces- 
sitating the spotting and puller services 
to be performed in the congested city 
areas.24 In the intra-terminal traffic, 
consisting of 3,634 cars or 39% of all 
local traffic, about one-third or 324% 
of all cars moved was less-than-carload 
freight.2> It was found that a larger 
portion of the through less-than-carload 
freight went to the downtown houses. 
In the case of local freight, such han- 
dling constituted 68 % of inbound freight 
and 61% of the outbound freight.” 
The St. Louis report gave due rec- 
ognition to the importance of the 
efficient handling of the freight between 
the trader’s door and the line-classifica- 
tion yard and line-haul operation. ‘The 
report showed that, while the average 
time for a loaded car in through move- 
ment in the terminal was three days, 
the average time between an industry 





23 The Freight Trafic of the Chicago Terminal 
District, 1927, p. 27. 

24 Thid., p. 33. 

25 Tbid., p. 34. 

26 Tbid., pp. 40-42. 
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and a road was four days.” Another 
case in point is to be found in the cost 
studies of the New York-New Jersey 
Port and Harbor Development Com- 
mission. Its classification of various 
services for freight destined for Man- 
hattan showed the following: 
ELEMENTS BY SUCCESSIVE OPERATIONS ENTERING INTO 
AVERAGE COST TO RAILROADS, PER CAR IN IQI4, 
TO OPERATE THEIR Hupson River Pier anp 


INLAND RAIL STATIONS, FROM THE BREAK-UP 
YARD TO STATION FLOOR 











| me i 
Successive Operations | —— ized | Total 
| | 
' 
| 
Classification at break-up yard. . 's .5622$ pm» - 7601 
Breaking bulk at transfer platform) 2.7191, .0449) 2.7640 
Line haul between yards and termi-| 
ray EL eee -4141 2833) -6974 
Switching and bridging at water- | H 
POM. vic scnss Leesa Rp Re eenenes 1.0153) .8790| 1.8943 
Car-float operations............. I.3212| .2846) 1.6058 
Handling freight at terminal sta- 
CNG ki bicntbbccevivaabinscgon 





3.8617) + §.9103 
' 





The table shows that the cost of 
classification at the break-up yard, 
together with the cost of the line haul 
between the yards and the terminals 
(item 1 plus item 3), is less than one- 
tenth of the total cost, and less than 
one-eighth of the actual average cost of 
all freight delivered during the period 
of investigation” and that therefore 
the consolidation of the outer inter- 
change facilities alone in our largest 
terminal districts would not result in 
the great economy that a more exten- 
sive unification would make possible. 

3. Features of a Sound Program (Fac- 
ing the Future). 

What then should be the general 
outline of a program of terminal unifica- 
tion? Five major observations or con- 
clusions may be deduced from the 
data presented in this article. 

(1) In the first place, the great differ- 
ences in the size of railroad-terminal 

“St. Louis Engineers Committee Report, 1922, 
Table 16, p. 117. 

* New York-New Jersey Port and Harbor Develop- 


ment Commission Report, 1920, p. 164. 
*” Jbid., p. 164. 


districts, as determined by the numbe; 
of rail-carriers, the volume of trafic 
or the volume of rail-water and tail. 
highway traffic, are such as to make no 
one general program, plan, or principle 
operative in all terminal districts. 

In some districts one type of unifica- 
tion is desirable or necessary while jp 
other districts another type is prefer. 
able. The Interstate Commerce Com- 
mission in its consolidation report does 
not appear to recognize fully these wide 
differences. Commissioner Eastman, 
while concurring in part, gives a sepa- 
rate opinion in which he points out the 
desirability of having a single terminal 
company in every important trans- 
portation center that is served by “two 
or more roads.’’®° The question arises, 
is there not in the scores of such ter- 
minals a variety of conditions which 
require more recognition? 

(2) Terminal districts which are 
served directly by not more than three 
trunk-line carriers, although they are 
in some cases important transportation 
centers, will probably find the individ- 
ual competitive terminal operation, 
by the usual joint arrangements, to 
be most satisfactory. This group is a 
very large one, including our countless 
small terminals and possibly such im- 
portant traffic centers as Boston, Phil- 
adelphia, Baltimore, and San Diego. 

There are distinct advantages in the 
competitive operation of terminals. In 
the first place it means a one-line haul 
for much of the traffic entering or 
leaving a given terminal district, since 
no intermediary terminal carrier 1s 
required. The high degree of coordina- 
tion of line haul and terminal handling 
of the traffic which this joint control 
makes possible insures the handling of 
this traffic with dispatch and economy. 
The persistence of railway-owned and 


39 Consolidation of Railroads, 159 I. C. C. §22, 55° 
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Principle joint control permits. If we add to 
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ciency and to the development of 
facilities which competitive operation 
affords, we have a good case for the 
competitive operation of many terminal 
districts. 

This recommendation must not be 
taken as an endorsement of the serious 
uneconomic competitive conditions that 
are to be found in the few large ter- 
minal districts which fall in this class. 
The carriers serving the port of Boston 
should certainly develop adequate in- 
terchange connections near the water- 
front instead of having virtually a 
separate port terminal on each of the 
peninsulas of the harbor, where three 
carriers have their respective port facil- 
ities. It appears to the writer that the 
excessive multiplication of freight 
houses, as at Philadelphia, also might 
be materially reduced by agreement 
of the carriers without destroying an 
essentially competitive set-up of ter- 
minal facilities. Only by careful analy- 
sis of trafic conditions in terminal 
districts with two or three trunk-line 
roads—e.g., Boston, Philadelphia, and 
Baltimore—could it be ascertained 
whether or not the gains from unified 
operation of major facilities such as 
the classification yards and freight 
houses would outweigh the economies of 
competitive operations. In most cases 
of this class of terminal districts, 
efficiency as well as justice could be 
iurthered not only by improved meth- 
ods of coordination between indepen- 
dent carriers but also by the adoption 
of uniform terminal charges, reciprocal 
switching and so forth, and possibly 
by the organization of a Terminal 
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Operating Committee. We could have 
any or all of these in a given terminal 
district and still have an essentially 
competitive operation within various 
terminal districts. 

(3) In this country there are a score 
or more of important transportation 
centers where the consolidation of all 
interchange facilities would appear most 
feasible. These are the terminal dis- 
tricts which are served by three or more 
major trunk-line carriers and which 
carry a relatively heavy and varied 
traffic. In most of these cities there 
has already developed considerable con- 
solidation of the non-competitive facil- 
ities, in the form of belt lines, 
classification yards or transfer yards. 
Among such terminal districts are 
Hampton Roads, Virginia; Houston, 
Texas; Kansas City, Missouri; In- 
dianapolis, Indiana; New Orleans, 
Louisiana; San Francisco, California; 
Toledo, Ohio; Potomac Yards, Wash- 
ington, D. C.; Detroit, Michigan; 
Birmingham, Alabama; Galveston, 
Texas; Fort Wayne, Indiana; Akron, 
Ohio; Jacksonville, Florida; and Dallas, 
Texas. This group of terminal dis- 
tricts might well be enlarged to include 
several more cities where less consolida- 
tion has taken place, such as Los 
Angeles, California; Atlanta, Georgia; 
Columbus, Ohio; Cleveland, Ohio; Cin- 
cinnati, Ohio; Seattle, Washington; 
and Buffalo, New York. In this class 
or group of terminal districts the 
unification of all interchange facilities 
would be the most effective if not the 
most practical program to be followed. 
The consolidation of all terminal lines 
in these districts, as proposed in the 
report of the Interstate Commerce 
Commission, would greatly improve 
operations in these districts, but ob- 
viously it would fall short of accom- 
plishing complete consolidation of all 
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the interchange facilities in these 
districts. 

(4) However, there is that small but 
most important group of terminal dis- 
tricts where unification of the inter- 
change, non-competitive facilities would 
not suffice and where unification of all 
terminal facilities, including not only 
rail but also water and highway, into a 
“‘unit terminal” seems to be necessary. 
These terminal districts are those such 
as New York, St. Louis, Chicago, the 
St. Paul-Minneapolis district, and pos- 
sibly the Kansas City, Missouri-Kansas 
City, Kansas district, where there is a 
large number of rails, water, and high- 
way carriers and a great volume of 
varied traffic; and secondly, where a 
large proportion of traffic moves be- 
tween rail and highway facilities and 
rail and water facilities. All the con- 
ditions mentioned are found in these 
districts. With the exception of Chi- 
cago, a body of water separates major sec- 
tions of the respective terminal districts, 
requiring the transfer of a heavy volume 
of less-than-carload freight by a barge, 
lighter or motor vehicle. Chicago 
deserves to be included in this list 
because of the tremendous amount 
of less-than-car-load traffic which its 
many rail lines take to and from the 
city. 

The formation of more or less unit 
terminals in some of these districts has 
been proposed and urged by investigat- 
ing bodies. As a matter of fact, the 
Railway Terminal Association of St. 
Louis and the Port of New York 
authority have already found it neces- 
sary to carry consolidation beyond the 
sphere of the non-competitive inter- 
change operations. We cannot im- 
prove terminal efficiency and eliminate 
waste in operations where it is most 
needed in these terminal districts unless 
the consolidation is carried to the 


freight house, team track, and indy. 
trial siding. 

(5) In conclusion it must be admitted 
that the method of effecting the desired 
unification of terminal facilities jn , 
given situation will be determined by 
the conditions peculiar to given ter. 
minal districts, including topography 
and general physical environment; the 
arrangement of various transportation 
facilities, especially the interchange 
connections and junction points; the 
location of industrial and commercial 
districts; the nature of the traffic; 
the investments involved; and lastly, 
the existing financial, legal, and man- 
agerial circumstances involved. These 
factors may even determine the degree 
or kind of consolidation that is practical 
in any given case. Any classification 
of terminal districts must be sufficiently 
flexible to recognize the practical dificul- 
ties that may outweigh what otherwise 
would be a logical procedure in a program 
of terminal unification. 

Nevertheless, the recognition of some 
of the differentiations discussed above 
will, in the writer’s opinion, help to 
clarify the issue. An intelligent pro- 
gram of terminal unification has great 
economic possibilities. It is our 
most imperative transportation need. 
Events in the near future may deter- 
mine whether or not the Interstate 
Commerce Commission, in order to 
procure for the people of this country a 
better transportation system, will find 
railroad management ready to make 
sacrifices in competitive advantage 
where andas necessary. The American 
public is no longer averse to restricting 
competition where economic advantage 
results from such restriction. Material 
progress in terminal consolidation 
would be one of the notable and most 
welcome transportation achievements 
of the next decade of American rail- 
road development. 
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might be properly equipped and pro- 
vided with the necessary munitions. 
To get these in sufficient amounts re- 
quired the diversion of our gigantic 
industries from their normal peace- 
time pursuits, to the manufacture of 
the necessities of war. Without any 
prepared plan, it was inevitable that 
there would be costly delays before the 
required rate of production could be 
attained, and in the meanwhile our 
Allies must hold on as best they could. 
To be sure, some of our plants were 
already making munitions for our Allies 
and were already tooled to provide 
similar articles for our own troops. 
Even with this help, however, a year 
and a half elapsed before our army 
could take its place in the line, and 
then it would not have been possible 
had we not been able to purchase 
artillery and other munitions from our 
Allies. Inthe event of another national 
emergency, we cannot count on the ex- 
istence of any allies to sell us munitions 
and to hold off the enemy until we can 
equip our forces. 

A previous article in the Review! 
has described the plans of the Assistant 
Secretary of War for the mobilization 
of industry for war. Briefly, these 
plans, developed in compliance with 
provisions of the National Defense Act 
of 1920, include the computation of 
requirements in material of all kinds 
necessary for a war of maximum effort; 
the apportionment of these require- 
ments to manufacturers, throughout 
the country, for production when the 
need arises; and the giving of assurance 
to these manufacturers that they will 
be able to secure the necessary plant 
equipment, component parts and raw 
- materials for the production agreed 





1 Quinton, A. B., Jr., “War Planning and Industrial 
Mobilization,” HARVARD BUSINESS REVIEW, 
Oct. 1930, pp. 8-17. 






























upon. It is obvious that the most 
elaborate plans for war production will 
be worthless if the manufacturers can. 
not secure their basic raw materials 
at the time needed and in the requisite 
quantities. 

The aim of this article is to indicate 
some of the practical difficulties which 
stand in the way of any steps which 
may be taken by the Assistant Secre- 
tary to provide for an adequate flow 
of certain raw materials. 


National Self-sufficiency Unattainable 
In this industrial age, no nation is 
entirely self-sufficient. Every nation 
must seek certain of its raw materials, 
either for peace or for war, from other 
nations. Even the far-flung British 
Empire does not have resources of 
sufficient variety and quantity to sup- 
port its normal peace-time industries, 
to say nothing of the much greater 
requirements for a war. The inter- 
change between nations of raw materi- 
als, and particularly of minerals, is a 
fundamental necessity. 
Sir Thomas Holland has pointed out? 
that the unequal distribution of miner- 
als in the earth’s crust is a controlling 
feature which may lead to means for 
insuring international peace. He ad- 
vocates that every nation a party to the 
Kellogg Peace Treaty add a rider to 
its treaty with the United States, giving 
its Government the power, if and when 
necessary, to prohibit the export of 
mineral products to any country that 
breaks the peace with any other mem- 
ber of the Pact. In support of his 
contention that any Great Power would 
be hampered and, in most cases, prac- 
tically paralyzed, if cut off from the rest 
2 Holland, Sir Thomas, K.C.S.I., K.C.LE., LL.D., 
D.Sc., F.R.S., “The International Relationship of 
Minerals” and “International Movement of Minerals 


in Peace and War,” International Conciliation, Jan. 
1931. Carnegie Endowment for International Peace. 
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of the world by such prohibitions, he 
-ites the dependence of Germany on 
foreign sources for aluminum, antimony, 
asbestos, Chromite, magnesite, man- 
sanese, mercury, nickel, petroleum, 
phosphates, sulphur, tin, tungsten, and 
vinc: of France for antimony, coal, 
mangesite, phosphates, chromite, cop- 
per, lead, manganese, mercury, mica, 
nickel, petroleum, tin, tungsten, and 
zinc: of the United States for antimony, 
chromite, magnesite, mercury, mica, 
tungsten, high-grade manganese ore, 
asbestos, potash, nickel and tin; of 
Great Britain, alone, for all the 
foregoing sixteen minerals except coal 
and possibly iron ore; and of the entire 
British Empire for antimony, mercury, 
potash, petroleum and copper; of Italy 
for all except aluminum, mercury and 
zinc; and of Japan for all except 
sulphur. 
If there were such treaties and posi- 
tive assurance that they would be 
lived up to by all concerned, it is 
certain that no war could be long 
‘out? sustained. In the absence of such 
aaa treaties and of such assurance, however, 
ling it is incumbent upon the United States 
ee to prepare for defense by such means as 
ik may be available. 
sie Without plans which will assure an 
a adequate supply of raw materials, 
ving the whole scheme of national defense 
Ps will break down. Such plans require a 
al consideration not only of the needs of 
chat all the governmental departments but 
ne also of the civilian population. As is 
his well-known, the defeat of Germany 
is arose more from shortages of essential 
ie, needs of the civilian population, behind 
itt the lines, than from defeat on the 
battlefield. No longer is a war confined 
to the combatant troops—the whole 
nation is involved and the welfare of 
those who play their part as civilians 
s no less essential than that of the 
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fighting forces. In formulating the 
plans, therefore, the probable needs of 
the entire nation are considered. ‘To be 
sure, the abnormal conditions of war 
will demand sacrifices by all. It is the 
price of victory. Only actual needs, 
not fancied wants, can be considered. 
In considering the raw-material needs 
of the country, the various materials 
may be broken down into a number of 
classifications based upon their avail- 
ability and the probable needs for them. 


Effect of War upon Raw-material 


Requirements 


There are certain of these raw materi- 
als, the consumption of which will 
not be increased. ‘There is no reason 
to suppose that the same population 
will eat more food, for instance, whether 
engaged in a war or following the normal 
pursuits of peace. The aggregate re- 
quirements for clothing should be about 
the same, as clothes are always re- 
quired. Breaking these two large 
classifications down into their con- 
stituent raw-material components, it is 
seen that there must be readjustments 
to provide for the utilization of more 
of those raw materials of which we 
have abundant resources and of less 
of those which are normally imported. 
In the first classification would fall 
corn, wheat, and cotton, for instance; 
in the latter would be included imported 
table delicacies, wool, etc. 

There are other raw materials which 
will be required in greatly increased 
quantities in the event of a _ war. 
Antimony, for instance, used in normal 
times as a hardening agent with lead 
to make type metal, bearing metals, 
etc., is required for the production of 
shrapnel balls, bullets, and smoke mix- 
tures for use in warfare. During the 
World War, 70% of the available supply 
of this metal in the United States was 
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used for the latter purpose. Mercury, 
used normally in drug and chemical 
manufacture, instruments, and in the 
electrical industry, is required as ful- 
minate of mercury used as the detonat- 
ing agent in shells, cartridges and 
grenades. Our normal consumption 
prior to the World War was about 
20,000 flasks per annum. Had the 
War continued, not less than 31,000 
flasks would have been used for military 
purposes alone in 1919. 

Copper also falls into this classifica- 
tion. In addition to the many peace- 
time requirements, it is required in 
time of war for shell cases, rotating 
bands on projectiles, immensely in- 
creased amounts of wire for communica- 
tion purposes and for many other 
purposes. In fact, it is second only to 
steel in its importance as basic metal 
required for war. As early as two 
years prior to our entry into the World 
War, the demand of the Allies, due to 
war requirements, had greatly exceeded 
the available world supply of this 
metal. 

Steel, undoubtedly, takes first place 
among those materials required in 
increased quantities during hostilities. 
Its importance is indicated by the 
fact that, in 1918, the total output of 
the tremendous steel industry of this 
country was placed directly under the 
control of the War Industries Board,? 
but even that organization had one 
constant struggle to make the available 
supply meet the all too numerous 
demands. Production of steel ingots 
and castings in I914 amounted to 
23,513,000 gross tons, and in 1917 and 
1918 was 45,000,000 and 44,000,000 
gross tons, respectively. With this 





3 Baruch, B. M., Report of the War Industries 
Board. 
“The A BC of Iron and Steel, The Penton Publish- 


ing Company. 





greatly augmented production of ste¢| 
it naturally follows that all its basic 
raw materials were used in increase 
quantities. These include iron or. 
coke, limestone, and all of the group 
of ferro-alloys: manganese, vanadium, 
nickel, chromium, and tungsten. 

Another metal, which will be re. 
quired in larger amounts, is tin. |; 
will be necessary to pack more food jp 
tin cans and there will be larger require. 
ments for brass, bronze, foil, solder, 
babbit and other materials. 

Opium, from which is made the pain. 
alleviating morphine, will undoubtedly 
be needed in enhanced quantities. 

There are numerous other materials 
in which the medical service will fac 
a shortage. During the last war, in 
spite of the increasing use of synthetic 
drugs, serious shortages existed in the 
supply of iodine, digitalis, camphor, 
nux vomica, quinine, and numerous 
other items. 


Factors Limiting Self-suffiiciency 


The enumeration of articles which 
will be required in increased quanti- 
ties might be carried on indefinitely. 
Many of these materials give no 
particular concern, however, because 
they occur in such abundance within 
the continental limits of the United 
States that the supply is sure to meet 
the augmented demand. This may be 
said to be true of those materials which 
are normally exported in large quanti- 
ties, such as coal, copper, lead, and 
petroleum. Zinc, another material that 
may be placed in this class as domes- 
tic production, constituting about 
one-third of the world’s output, is more 
than adequate for our needs. ‘The 
aluminum industry and the deposits o! 
bauxite are also so large that there is no 
anxiety about a supply of this metal. 

There are other materials which 
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secur in the United States but which 
are not normally extracted due to the 
high cost of production. ‘Tungsten,® 
for instance, was formerly produced 
here in greater quantities than any- 
where else in the world. The develop- 
ment of large surface deposits in China 
which could be worked by low-cost 
labor, however, dropped the price to 
such an extent that the domestic pro- 
duction has virtually ceased. Asbestos® 
is normally imported from Canada, but 
adequate deposits exist in Arizona which 
would be worked if the price were to be 
increased to make their exploitation 
profitable. In fact it may be said that 
the high prices created by war-time 
demands will stimulate production in 
practically all instances where high 
cost is the reason for the normally 
small production in this country. 

There are many raw materials pro- 
duced in this country in quantities 
insufficient to meet the normal demand, 
making it necessary to augment the 
supply by importation. If the foreign 
sources are cut off by a war, a serious 
situation will present itself. ‘The situa- 
tion would be made additionally serious 
by anincreased demand. Though high 
prices may serve to increase production 
and thereby may make up the deficiency 
in certain cases, in others they will not 
be effective because of the limited 
resources. The domestic production 
of manganese, for example, can be 
increased, but sufficient high-grade 
manganese does not exist in this coun- 
try to meet even the normal demands.’ 
(here are large deposits of low-grade 
ores, but high-grade ores are absolutely 
essential for the open-hearth process of 
steel making. 

* The Marketing of Tungsten, Bureau of Foreign & 
Domestic Commerce. Dept. of Commerce. 

* Baruch, Report of the War Industries Board. 


The Marketing of Manganese Ore, U. S. Depart- 
ment of Commerce. 
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Although no antimony was produced 
in this country, prior to 1914, prices 
which rose from a pre-war figure of 5¢ 
per pound to a peak of 45¢ in 1916, re- 
sulted in a small production of this 
metal. Since 1918, there has been no 
domestic production. Regardless of 
price conditions, however, known com- 
mercial resources are so small that they 
can be expected to supply neither the 
peace nor the war requirements.’ The 
story of tungsten, chromium, and mica 
is similar. Production cannot be ex- 
pected to meet domestic needs either 
in peace or in war. 


Tariff versus Conservation 


There are two schools of thought 
relative to the policy to be followed in 
the case of materials which exist in this 
country but which, because of lower 
cost of foreign production, are either 
not being produced at all, or which 
are produced in insufficient quantities 
to meet normal needs. On the one 
hand are those believing in a high 
protective tariff to foster the producing 
industries. A very high import duty 
would doubtless increase prices and 
bring about a larger production for a 
time, but in many cases would result 
in the speedy exhaustion of the better- 
grade and more readily accessible ores. 
This would leave the country in time of 
war dependent upon only those ore 
bodies which even a high import duty 
could not stimulate in peace time and 
upon such overseas importations as 
could be made during a war. ‘The 
other theory, advanced by those pri- 
marily interested in the national de- 
fense, is that such ore bodies should be 
left in the ground as a natural reserve 
for use only when an emergency arises. 





8 International Control of Minerals, Mining and 
Metallurgical Society of America, and American 
Institute of Mining & Metallurgical Engineers, 1925. 
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The danger here is that, in some cases, 
extensive plant and equipment is neces- 
sary for the extraction of these ores and 
to wait until the emergency exists 
before installing it, would result in 
delay which might prove costly. Fur- 
thermore, the successful prosecution of 
any of our mining industries is depend- 
ent upon a group of mining men who 
have specialized in that particular 
industry, are familiar with its conditions, 
and have experience with its problems. 
If the resources are not too limited, it 
might be better to protect all such in- 
dustries and keep them in operation. 

In dealing with questions of this 
kind, every raw material must be con- 
sidered separately for each is governed 
by a different set of factors. Anti- 
mony, for instance, occurs in such small 
deposits that stimulation of its produc- 
tion would quickly exhaust the known 
supply. Mercury, on the other hand, 
is found in such quantities that a 
reasonable stimulation would serve to 
continue the industry on a production 
basis without endangering the exhaus- 
tion of the known resources. There 
are also large resources of chromium, 
and stimulation of its domestic produc- 
tion might provide the basis for ade- 
quate supplies in time of emergency. 


Time and Quality Elements in Domestic 
Production 


Tungsten mines, and those of various 
other metals which are the products of 
deep mining, as contrasted with placer 
or open-pit mining, must be continually 
worked in order to prevent cave-ins 
or flooding. Once this occurs, it is not 
only costly to place them in workable 
condition, but so much time would be 
consumed that the material might 
not be recovered before the necessity 
for it had lapsed. For emergency 
production, therefore, they must be 


HARVARD BUSINESS REVIEW 





























kept in a workable condition, provided 
there is a sufficient body of ore to 
warrant continued production. 

From the point of view of prepared. 
ness for the national defense, the pres. 
ence of millions of tons of ore in the 
ground is of no value in an emergency, 
unless the ore can be made quickly 
available. The answer to the question, 
“How fast could it be produced?” jg 
of far more vital importance than the 
answer to the question, “How much js 
ultimately available?” 

Ancther type of shortage of essential 
raw materials is not due to limited 
resources but to the lack of proper 
grades in sufficient quantities. An ex- 
cellent example of this is afforded by 
the mineral mica.® It is found in large 
deposits in North Carolina and New 
Hampshire, but they are composed 
of low-grade mica, resulting primarily 
in the product known as “ground 
mica,” useful in the manufacture of 
various decorative paints and certain 
building materials. For the manv- 
facture of articles essential for war 
purposes, however, such as motor spark 
plugs, condensers for radio apparatus 
and magnetos, only sheet mica of the 
highest grade is adaptable. Our mines 
have never turned out high-grade sheet 
mica in any quantity, and even the 
stimulus of high prices in the last war 
failed to bring about any appreciable 
increase. It can readily be seen that 
some other method must be resorted 
to to take care of this deficiency. 

Manganese ore is another mineral 
not produced in sufficient quantities of 
the requisite quality, as mentioned 
heretofore. A possible solution here 
lies in the fostering of our low-grade 
industry so as to stimulate the com- 
mercial development of technical proc- 


* International Trade in Mica, U. S. Department of 
Commerce, 1930. 
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esses of beneficiation with the ultimate 
view of obtaining the essential ferro- 
manganese from these low-grade ores. 
During the past four years, rapid strides 
have been made in the discovery and 
development of new processes of han- 
dling these ores. The manganese pro- 
ducers claim that these processes have 
reached the stage where they can 
accomplish the desired purpose. Im- 
portant steel interests, however, con- 
tend that the cost of protecting the 
manganese industry would necessarily 
be borne by them, as a tax, and thata 
better policy would be to hold whatever 
ores we may have, as a national reserve. 


Substitution as a Partial Solution 


Among those raw materials which 
occur in limited quantities there is a 
possibility of making the available 
supply sufficient by resorting to sub- 
stitution. Work is being constantly 
done along this line and substitutes 
are being discovered for materials which 
were heretofore considered essential. 
During the World War, for instance, a 
synthetic substitute for camphor was 
produced from a base of Savannah 
turpentine.” Camphor is normally im- 
ported from the island of Formosa, 
where its exploitation is controlled by 
a Japanese monopoly. It is required in 
increased quantities in time of war for 
dope for airplane wings, projectiles and 
ior medicinal purposes. 

Emery, a high-grade abrasive, re- 
quired for the grinding of optical glass, 
and formerly obtained exclusively from 
lurkey, offers another example of the 
possibilities of substitution. When this 
source of supply was cut off, a satis- 
iactory artificial substitute was devel- 
ped. Quebracho, used in the tanning 
of leather and obtained from Argentina, 


10 


Baruch, Report of the War Industries Board, 


I 
1921 
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was formerly considered of serious 
importance, but it is now felt that the 
tanning agents—chestnut wood, hem- 
lock and mangrove bark—used in the 
early days of the industry but since 
abandoned, could again be used if 
prices justified their use. 

There are also essential raw materials 
where substitution would be effective 
to a limited extent, as a conservation 
measure. Among these might be men- 
tioned tin! of which U. S. production 
is negligible. Since the world supply 
of the ore of this metal has, for many 
years, been considered limited, there 
has been extensive research in seeking 
substitutes. An added incentive has 
been furnished by the relatively high 
prices that have prevailed. One 
method of effecting savings in tin 
has been to increase the lead content 
of the alloy in the manufacture of 
terneplate and by substituting terne- 
plate for tin plate, wherever possible. 
There are also possibilities in the use 
of lacquers in place of the tin in food 
containers. The function of tin in 
this connection is to act as a rust pre- 
ventive which will not impair the 
wholesomeness of the food and to 
prevent contamination of the food by 
contact with other metals. Lacquer 
will very nearly serve the same pur- 
pose, although it does not give the 
same appearance of cleanliness and 
beauty. ‘These qualities might be dis- 
pensed with during an emergency. A 
further very effective method of secur- 
ing savings is to reduce the thickness 
of the tincoatingontin plate. Whereas 
the specifications for standard tin plate, 
in 1919, called for 1.65% of tin, this 
was reduced to 1.59% in 1927." 





11 “ Tnternational Control of Minerals.” Op. cit. 
12 Mantell, C. L., “ Future Possibilities of the Tin- 
consuming Industries:” Metal Industries, Vol. 27, 


January 1929, pp. 5-7. 
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The second most important use of 
tin is in combination with lead to make 
solder. Here exists, in some cases, 
a possibility of substitution by using 
cadmium. A unit of cadmium, which 
has the effect of two units of tin, 
hence can displace part of the tin. 
Since cadmium is a by-product of 
electrolytic zinc plants, more cadmium 
will become available as the production 
of zinc is increased. Further sub- 
stitution of cadmium solder for tin 
solder is also merely a matter of the 
reduction of the price of cadmium, 
through increased zinc production. 
The use of silver solder in places where 
resistance to high temperature or vibra- 
tion is essential, as in certain parts of 
airplanes and in industrial alcohol 
stills, will have a slight effect, although 
this will not be of great weight when 
considering the aggregate amount of 
tin consumed. 

In the manufacture of foils and 
collapsible tubes, however, a great 
deal of tin is being replaced by alumi- 
num. ‘This metal is as free from toxic 
qualities as is tin, but certain sub- 
stances, such as soaps, have had the 
effect of pitting the aluminum. It is 
reported, however, that methods of 
counteracting this effect have recently 
been discovered.'* Foil is also being 
replaced by the use of Cellophane in 
food wrappings. Large quantities of 
tin salts were formerly required for the 
preparation of silks for dyeing and in 
weighting, but the introduction of 
rayon and the decrease in the use of 
silk has lessened this usage. 

As an indication of the possibilities 
along this line, the records of the War 
Industries Board show a saving of 
4,680 tons of pig tin through sub- 





8 Churchill, H. V., “ Notes on Inhibition of the 
Corrosion of Aluminum by Soap”: Am. Inst. Min. 
and Met. Eng. Tech. Pub. 176, 1929, pp. 244-247. 
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stitutions for tin plate containers alone. 
The possibilities for the additional sub. 
stitutions enumerated above will effec: 
still greater savings. 

Tungsten is required for high-speed 
tool steel. To do without it would 
materially reduce the rate of production 
in the metal-working industries. Since 
rapid quantity production is a war. 
time essential, it is highly desirable to 
conserve the limited supply of this 
metal. This was accomplished, to 2 
certain extent, during the World War, 
by the welding of a thin plate of tung. 
sten steel to an ordinary bar to form 
the cutting edge of the tool, as against 
the old practice of making the whole 
tool of high-speed steel. Since that 
time, substitutes have been developed 
which will effect additional savings. 
Among these are molybdenun, zirco- 
nium, Stellite, chromium and carboloy. 

Antimony is another of the metals 
in which possibilities of substitution 
are worth while.'4 Among its thirty 
odd uses, there are many opportunities 
for substitution. In the hardening 
of lead, it may be replaced by bismuth, 
barium, calcium, magnesium, strontium 
or even copper. Thus in the manuv- 
facture of antimonial alloys and bearing 
metals, considerable savings can be 
made. In the manufacture of rubber, 
other materials such as vermillion red 
(artificial cinnabar) may be used as 
coloring matter. For this usage, as 
well as for many other purposes, ant- 
mony has been used, for some time, 
merely on account of its relative cheap- 
ness. Any appreciable increase in the 
price of antimony created by a short- 
age would automatically cause a return 
to the use of the normally more expen- 
sive materials. 


14“ The Marketing of Antimony.” Op. cit. 
























































The Limitations of Substitution 
There are certain other materials 
which do not offer such favorable 
sossibilities for substitution. Opium, 
for instance, which is used as an ano- 
dyne, in the form of morphine, for the 
relief of pain, has no universally ac- 
peers substitute. While the bro- 
mides, chloral hydrate and _ its 
compounds, hyoscine, sulphonal, 
paraldehyde, trional, etc., can be used 
as hypnotics in cases of insomnia of 
nervous or mental origin and phena- 
cetin, acetanilid, antipyrin and other 
coal-tar derivatives can be used to 
allay pain, there is nothing that can 
take the place of opium or its alkaloids 
in the relief of pain and shock caused 
by gunshot injuries in time of war. For 
humanitarian, as well as_ practical 
therefore, opium must be 
secured. A possible solution lies in 
the large stocks of opium and its 
derivatives which are seized from time 
to time by the Bureau of Internal 
Revenue, although it is only the higher 
grades of opium which are suitable for 
medicinal purposes. 
Another material for which there has 
thus far been found no satisfactory 
ubstitute is nickel. This metal will 
be required in greatly increased quanti- 
be ties, as it is essential for gun steel, 
ber, armor plate and bullet jackets. Fur- 
red hermore, it cannot be dispensed with 
as ‘ many of its normal, peacetime 
as ' uses, without material reduction of 
productive efficiency. It is required 
in the form of nickel steel for gears, 
and tools and is essential in 
nonferrous alloys and for other pur- 
The largest requirements, how- 
are for use in steel making. 
During the World War period, approxi- 
mately 75% of the world’s production 
so utilized, and for this purpose 
there is no substitute. 
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Another material falling within this 
classification is mica. Proof of this is 
given by the experience of Germany 
during the late war. Cut off from 
resources of high-grade sheet mica, 
this power developed Pertinax, a com- 
pressed paper product having certain 
of the qualities of an insulator. Al- 
though found useful for some purposes, 
Pertinax proved of comparatively little 
value as a dielectric, for certain uses. 
An instance of this is the replacing of 
mica for interleaving between the cop- 
per segments of commutators of electric 
motors and generators. In order to be 
acceptable for this purpose, any sub- 
stance must not only have extremely 
high dielectric strength but must be 
resistant to fusion, have the same 
coefficient of expansion as copper, and 
have exactly the same wear-resisting 
qualities as this metal. Neither Perti- 
nax nor micarta, another attempted sub- 
stitute, meets these rigid requirements. 

Relative to mica, Sir Thomas Hol- 
land has very forcefully concluded: 


There is no other mineral and no artifi- 
cial substance that can combine the quali- 
ties which give to the mineral mica, its 
position of importance in the Arts—its 
fissility in thin sheets, its transparency to 
light and opacity to heat rays, its stability 
at high temperatures, its toughness and the 
degree of its insulating properties. There 
will never be a synthetic mica.*® 


It is possible to continue the enumer- 
ation of materials for which there are no 
satisfactory substitutes but the afore- 
mentioned, together with mercury and 
manganese, constitute by far the most 
important. 





18 Holland, Sir Thomas, K.C.S.I., K.C.L.E., L.L.D., 
D. Sc., E.R.S., “The International Relationship of 
Minerals,” and “‘International Movement of Minerals 
in Peace and War,” International Conciliation, 
January 1931. Carnegie Endowment for Inter- 
national Peace. 
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Reclamation Another Partial Solution 


There is a group of raw materials to 
which an additional and very important 
method of conservation may be applied. 
This is reclamation by means of which 
certain metals may be used repeatedly. 
In recent years, the annual recovery of 
secondary antimony from old alloys, 
scrap and dross has been nearly equal 
to the imports of virgin metal and alloy. 
Tin is another outstanding example of 
the extent to which this can be carried. 
In 1928, the secondary tin recovered 
was equivalent to 41 % of the virgin tin 
imported into the United States and 
was valued at $35,678,300."* Rubber, 
which must be obtained from distant 
lands, must be conserved and, here 
again, reclamation comes in to assist in 
bridging the gap between the extraordi- 
nary demand and the available supply. 
The annual recovery of rubber from 
scrap amounts to approximately 165,- 
218 short tons contrasted with total 
imports in the crude form of 477,375 
tons.!7 Tungsten, nickel and man- 
ganese are recovered, to a certain 
extent, from steel scrap. 

The efforts directed toward reclama- 
tion would naturally be accentuated 
during any scarcity brought about by 
war conditions and demands. Thus it 
is seen that even the lowly junkman 
has a most important part to play in the 
scheme of national defense. 

There are, on the other hand, other 
materials the nature and usage of 
which preclude any possibility of re- 
clamation. An interesting example of 
these is vanadium which is used to 
purge steel of undesirable elements and 
also as an alloy to increase the elastic 
limit and tensile strength, without 





16 Merrill, Charles White, Tin in 1928, Bureau of 
Mines, U. S. Dept. of Commerce, Government Print- 
ing Office. 

" Statistical Abstract of the United States, 1930. 


































decreasing the ductility. Although 
more than 6,000,000 pounds of this 
metal were used up by the War, there 
was little salvage for the reason that the 
loss of vanadium in remelting alloy 
steel is practically complete. On ac. 
count of the utilization of the greater 
proportion of mercury in the manv- 
facture of drugs and chemicals, paints, 
fulminate and felt manufacture, little 
of this metal is recovered. Mica, as 
used for its normal purposes in the 
trade, is also not available for recovery, 


War Reserves a Means of Increasing 
Security 


In spite of the application of any or 
all of the aforementioned means of 
adjusting the relationship between de- 
mand and supply, there will still re- 
main raw materials for which there will 
be shortages for essential war-time needs. 
One possibility for obviating this, pre- 
viously mentioned in the case of opium, 
is the maintenance of an adequate war 
reserve. The War Department has 
made very considerable progress in 
ascertaining the amounts necessary 
for raw-material reserves, but the 
means of establishing such reserves are 
not yetavailable. Among other factors 
militating against this is the necessity 
for investing large funds in such stocks. 
Formerly, there normally existed con- 
siderable stocks of most of these 
materials in the usual channels of 
trade, but of late, the policy of carrying 
smaller inventories has materially re- 
duced them. 


War-time Importation Still Necessary 


In the absence of reserve stocks 
of these materials, the only remaining 
alternative, if we are to be prepared to 
sustain a war of any magnitude, is to 
secure them by importation during 
hostilities. There are various factors 
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hich will complicate, or possibly pro- 
hibit, such procedure. These factors, 
jetermining the magnitude of importa- 
‘ion difficulties, vary in importance 
with the different raw materials. They 
‘nclude such matters as distance from 
source of supply, relative bulkiness, 
and political, financial and commercial 
control of the sources. 

The Problem of Tonnage and Dis- 
‘ance. —Those raw materials which must 
be procured from far-distant sources 
constitute an especially grave problem 
on account of the vital importance of 
the time element. If such a raw 
material be also bulky, the problem is 
further aggravated. 

Just such a material is manganese 
which, as shown above, will be indis- 
pensable in time of war, and yet which 
is not found in adequate grades and 
quantities in this country. Under nor- 
mal conditions a preponderance of the 
requirements for this mineral is ob- 
tained from Russia and India, with the 
Gold Coast of Africa becoming of 
increasing importance. On account of 
its bulk and the long distances involved, 
conditions may make it essential that it 
be obtained either from a nearer source 
or one with which communication can 
be more easily maintained in time of 
war. Regardless of whether or not 
sea lanes are open, any move to con- 
serve our limited shipping facilities is 
highly desirable. Brazil, at present a 
small producer of manganese, offers an 
alternative source, which may come 
under the latter category. Brazilian 
deposits are adequate, and the quality 
of the ore in certain respects is superior 
to that from other sources.* 

_ Acontrast to this material is afforded 
by Opium, since it is fully as essential 


‘Furness, J. W., The Marketing of Manganese 
“re: Trade Information Bulletin 599, Bureau of 
oreign & Domestic Commerce, 1929, Pp. 23. 
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and must be imported from as great 
a distance, but yet it does not consti- 
tute as great a shipping problem on 
account of its small bulk. 

Political and Financial Control, A ffect- 


ing Importation.—Political and finan- 
cial control is of relatively small impor- 


tance in the case of those materials 
which must be obtained from a long 
distance, inasmuch as it will be difficult 
to keep such long sea lanes open in any 
case. Where the distance is short, 
however, political and financial control 
may become factors of first importance. 
For instance, in the absence of political 
control, a country may find its most 
important source of supply in the hands 
either of a belligerent or of a country 
adopting a strictly neutral attitude. 
Financial control allows the raw mate- 
rial to be made more quickly available 
by the use of American capital, Ameri- 
can management and American meth- 
ods of production. Nickel, obtained 
from very close to our northern border, 
would undoubtedly be much more 
accessible to the United States, in case 
of an emergency, if controlled politically 
and financially by this country. 

The tin situation shows a very inter- 
esting example of the effects of political 
control over raw material. Mined pri- 
marily in the Federated Malay States, 
Bolivia and the Netherland East Indies, 
much of the concentrated ore is trans- 
ported to Great Britain, where 33% 
of the world production is smelted. 
The Bolivian ores, along with some 
others for admixture therewith, could 
advantageously be smelted in the 
United States, were this movement not 
prevented by enactments intended to 
protect the smelting industries of other 
countries. These preferential tariffs 
were largely instrumental in causing 
the cessation of tin smelting in the 


United States. 
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Since commercial control is more or 
less a habit resulting from the avoidance 
of unnecessary financial risk and ex- 
pense, it is not so important as the other 
forms of control. In time of war, it is 
not necessary that trade follow the 
usual channels, since expense is one of 
the lesser considerations. 


Efforts to Find Solution through 
Planning 


After an extensive study of the fore- 
going, and other factors, the Assistant 
Secretary of War, who is charged, by 
the National Defense Act of 1920, with 
the duty of assuring an adequate flow 
of supplies in the event of an emer- 
gency, has designated twenty-six raw 
materials as “‘strategic.”” Strategic raw 
materials are those which domestic 
production is either entirely or partially 
unable to provide for essential war-time 
requirements, both civil and military, 
after full advantage has been taken of 
possible and satisfactory substitutes, 
and the importation of which may be 
jeopardized by probable war conditions. 
Studies relative to these materials are 
being continued and, as each case is 
satisfactorily solved, the material is 
removed from the list. It is quite 
probable that the list will be reduced in 






















the near future. There stil] remain 
however, certain articles relative to 
which the problem of securing ay 
adequate supply has not yet approached 
a satisfactory solution. They are x 
follows: antimony, mica, manganese. 
mercury, opium, nickel, tin and tung. 
sten, all of which have been referred t 
heretofore. 

With respect to the solving of the 
foregoing problems, as well as all the 
other phases of industrial planning for 
defense," the Assistant Secretary of 
War is receiving invaluable assistance, 
and whole-hearted cooperation, from 
the industrial leaders of the country, 
and of trade, industrial and engineering 
societies and associations. While such 
plans can never be said to be complete, 
it is obvious that as long as such plan- 
ning is being carried on, the United 
States will never again be found in the 
shamefully unprepared condition in 
which it entered the World War. 
The lessons of which General Pershing 
has written have not been allowed to 
go unheeded—“reasonable precautions” 
are being taken to meet another 
emergency. 





% Quinton, HARVARD BUSINESS REVIE\, 
Oct. 1930, op. cit. 
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HEN in January, 1929, the 
Wicvin Trust Company was in- 
vited to act as standing receiver 

for all bankruptcy proceedings in the 
Southern District of New York, the 
court was recognizing the failure and 
inadequacy of the existing system. 
The evil practices and abuses which had 
oermeated this administration for many 
years had been the subject of numerous 
inquiries and programs of reform. In 


of the 
all the 
ling for 
tary of 
istance, 
> from 
ountry, 


neerin 
l : 1924, a committee of the Merchant’s 
e€ such Rage ; 

nplete Association of New York recommended 


an investigation with the statement, 
“We are convinced from our study 
of the subject that the present bank- 
ruptcy laws are seriously defective and 
tend needlessly to divert from the 
creditors to the officials who administer 
the law an excessively large part of the 
assets in bankruptcy cases.”? Amend- 
ment of the law attempting to improve 
the situation failed wholly to accom- 
plish the purpose, and only added to 
the complexity and costs of administra- 
tion. In March, 1930, the report of the 
special official inquiry under Colonel 
William Donovan! revealed the waste- 
ul inefficiency and corruption that had 
existed throughout the older system. 

Before discussing the operation under 
the present order, it may be beneficial 
to describe briefly the proceedings as 
experienced prior to 1929. It is un- 
necessary to point out that abuses and 
corrupt practices were not found in 
every case nor were they practiced by 
ll parties to the proceedings. Yet 
‘An Inquiry Into the Administration of Bankrupts’ 
“states (submitted by William J. Donovan). Court 
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THE STANDING RECEIVER—A MAJOR STEP 
IN BANKRUPTCY REFORM 


By JOSEPH S. OETTINGER 


while most of them were very prevalent 
and characteristic, the mere existence 
and recurrence of others without dis- 
closure and correction is indicative of 
the weakness and inadequacy of the 
whole procedure. 


I. Nature and Extent of 
Bankruptcy Abuses 


The Federal Bankruptcy Law of 1898. 
The Federal Bankruptcy Act of 1898 
was based on the theory that the 
administration and disposition of an 
estate should be in the hands of its 
creditors and their agent, the trustee. 
Since the problems involved in the 
supervision of the estate are essentially 
of a business nature and require more 
than a legal-trained mind, the active 
participation of the creditors was in- 
tended to provide the necessary busi- 
ness initiative and experience. The 
functions of the court and of its ref- 
eree consisted in passing judgment on 
claims and issues in dispute, of ap- 
proving or refusing to approve com- 
positions and discharges, and of 
assuring efficient and equitable opera- 
tion of the system. ‘The receiver was 
conceived as a temporary officer who 
was appointed by the court in only the 
cases where one was necessary to con- 
serve the assets and who managed the 

,estate until the election of the trustee 
by the creditors. ‘The attorneys of the 
various parties were supposed to pro- 
tect the interests of their respective 
clients in court and to execute properly 
the complex legal steps. 

It was believed that the creditors in 
each particular case could and should 
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control the administration; that the 
early election of the trustee would in 
most cases obviate the need for a 
receiver; that the trustee would be 
conscientious and energetic in his work; 
and that the creditors in their own 
interest would act decisively in promot- 
ing an adequate administration, in 
pressing any investigations and in pros- 
ecuting criminal actions. Finally, it 
was believed that the courts’ function 
would be almost entirely judicial; and 
that attorneys, in being confined to 
only the legal aspects, would play a 
minor rdle. 

Causes Underlying the Failure of the 
System.—The system in actual opera- 
tion differed radically from the theory. 
As disclosed by the various investiga- 
tions, a number of serious abuses were 
allowed to evolve and destroy the con- 
fidence of the business community in 
bankruptcy administration. Largely 
responsible for the breakdown was the 
failure of creditors to take interest or 
cooperate actively in the administra- 
tion. Under modern conditions of 
trade, the creditors of a company were 
apt to be located over a large part 
of the country. In many cases, es- 
pecially where the claims were small, 
it was neither possible nor feasible for 
these creditors to attend and aid per- 
sonally in the meetings and proceed- 
ings. In many cases, control of the 
claim was given to the first agency or 
attorney who solicited for the proxy, 
the debt was written off as bad, and 
the creditor refused to throw good 
money after bad for investigations or 
suits for recovery of assets. 

Similarly, it was fallacious to believe 
that the interests of all creditors were 
identical and that they would cooperate 
in the administration. It was fre- 
quently to the interest of one group 
of creditors, hoping for future business 
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from the concern in difficulty, to urge 
a favorable composition; while othe; 
groups, having no possibility of o, 
not desiring future business relations 
found it to their interest to insist on the 
sale or liquidation of the business wit) 
a view to the largest possible dividends. 

Under such circumstances it wa; 
only to be expected that receivers, 
trustees or attorneys appointed at 
the instance of a particular group 
of creditors should be under constant 
pressure to direct the administration 
along the lines favored by those respon- 
sible for their appointment. Even 
when they resisted all pressure and 
administered the estate for the best 
interest of all creditors, the fact that 
they had been appointed through the 
influence of a special group rendered 
them vulnerable to attack by any 
dissatisfied faction in the creditor body. 

The breakdown of the system has 
also been caused by the lack of responsi- 
ble administrators. Prior to 1929, it 
was an established custom for the 
attorney for the petitioning creditor 
to be retained as attorney for the re- 
ceiver. Since this attorney often con- 
trolled or represented the majority 
of creditors, a trustee was subsequently 
elected who would continue to retain 
him as counsel. Prior to 1929, these 
attorneys dominated the administra- 
tion not only in arranging the legal 
and commercial steps, but in making 
the major decisions of policy as well. 
The receiver, allowed a fee inadequate to 
attract real ability and dependent upon 
the goodwill and favor of the attorney 
for election as trustee, became a mere 
figurehead. The Donovan investiga- 
tion revealed that attorneys’ fees and 
expenses constituted the largest single 
item, accounted for over a third of the 
total costs and was more than three 
times the amounts paid to receivers and 





























































trustees.2 The practice of retaining the 
attorneys as a matter of course resulted 
in an irresponsible administration and 
a lack of real creditor representation. 
In friendly involuntary proceeding, a 
friendly attorney petitioned for three 
friendly creditors and thus became the 
administrator of the estate. In reality, 
he often represented neither receiver 
nor creditors but the bankrupt himself. 
In other cases, the attorney represented 
only one group of creditors who were 
in position to take advantage of a 
minority or a lethargic majority of other 
claimants. In still other cases (as 
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body. of attorney administration, unchecked 
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ponsi- ciency and corrupt practices. 
29, it In the attempt to eliminate some 
r the of the abuses, the Law of 1898 was 


amended and the courts made new 
rulings. The net result was only to 
require more legal steps and documents, 
to delay, complicate and increase the 
costs of proceedings, and to draw the 
court and the referees more deeply 
into the maze of the commercial affairs. 
This in turn made receiver and creditor 
control more difficult, strengthened 
the dominant position of the attorney, 
destroyed creditor confidence and in- 
terest, and thus again made for greater 
laxity and abuse. The vicious circle 
was complete. 

Abuses of the Older System.—One 
of the most serious abuses of the system 
prior to 1929 was the excessive resort to 
bankruptcy proceedings. The bulk of 
the practice in New York City was 
concentrated among 21 keenly com- 
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peting law firms. Since the attorney 
for the petitioning creditor was cus- 
tomarily made attorney for the re- 
ceiver and later for the trustee, a great 
incentive existed in finding weak con- 
cerns and petitioning them into bank- 
ruptcy. The Donovan report disclosed 
the widespread sharing of fees: 


Fees were split with certain employees 
in the Clerk’s office for advance information 
on the filing of petitions . . . Creditors 
were bribed into permitting the use of their 
names on petitions by arranging for them 
to obtain merchandise in the bankruptcy 
proceedings on fictitious claims. The at- 
torney for the petitioning creditors would 
pay a percentage of his fees as attorney 
or the receiver and trustee to the bank- 
rupt’s attorney or the collection agency 
that had been instrumental in obtaining the 
case for him.* 


The consequences of this abuse were 
found not only in the maladministration 
and corruption that naturally followed 
but also in the injurious effect on the 
business community. Bankruptcy pro- 
ceedings, as a liquidation of an estate 
under court supervision, are generally a 
more expensive method than other 
forms of settlement. Therefore, they 
should be used only in those cases where 
agreement cannot be otherwise reached, 
where controversy on claims or assets 
exists, or where fraudulent or corrupt 
action requires legal action and correc- 
tion. Yet prior to 1929, concerns 
which were experiencing only tempo- 
rary financial difficulty and would have 
survived the crucial period, or concerns 
which could have made agreements 
and compositions out of court without 
any difficulty, were thrown into bank- 
ruptcy by unscrupulous and unethical 
attorneys who as administrators and 
counsels manipulated the estates to 
their own benefit. 





3 Jbid., p. 4. 
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The incentive likewise existed for 
the merchant with large debts to 
arrange a bankruptcy and free himself 
from his obligations. Frequently the 
friendly involuntary petition has been 
used for collusive purposes. A typical 
example has been recently described 
by Morris Marks:* 


A debtor has concealed his assets and 
contemplates resort to bankruptcy so that 
he may cheat his creditors. To ward off 
possible investigation of his books which 
may disclose his fraud and send him to jail, 
he engages a “good” lawyer of the bankrupt- 
cy bar to protect his interests. Perusing 
the list of creditors, the lawyer recognizes 
some as being among his own clients or the 
clients of others with whom he has had 
professional dealings. The list also con- 
tains the names of creditors who, he knows 
from experience, are willing to retain a 
lawyer designated by him to file a petition, 
in return for full payment on their claims. 
The bankrupt thereupon readily admits his 
insolvency and submits a written admission 
thereof to the friendly “‘opposing”’ attorney, 
who thereupon files the petition, procures 
the appointment of a receiver and is 
retained as his counsel . . . So, the ulti- 
mate settlement is favorable to the bank- 
rupt and the evidences of fraud remain 
safely hidden in his lawyer’s files. By 
reason of his “‘professional skill’ in handling 
the delicate case, the bankrupt’s counsel is 
amply compensated; for his willingness to 
cooperate in the fraud, the receiver’s attor- 
ney is allowed a good sized fee by the court; 
the petitioning creditors have lost nothing. 
Only the creditors who have not abetted 
the crooked bankrupt suffer. 


Proceedings initiated under such aus- 
pices led to many other abuses. It 
was found that custodians, appraisers 
and other agents were appointed 
through political or other influence 
for work they were not qualified or 
did not intend todo. In this field also 
were found frequent cases of fee-sharing 
and unethical patronage. 

The administration of the estates 





* How to Correct Credit Abuses. (Harper’s, 1930.) 


was ill-performed by such parties. 
The abuses of the system and the jp. 
adequate fees did not favor and attract 
honesty and real ability. Attorneys 
who assumed the dominant position 
were neither sufficiently acquainted 
with nor experienced in the commercia| 
aspects to assure an efficient and eco. 
nomical operation or liquidation. 

Widespread corruption was added 
to maladministration. As pointed out 
above, a bankrupt in friendly involun. 
tary suits often conspired with the 
attorney to conceal assets and to 
refrain from investigations and criminal 
prosecutions. Similarly, one group of 
creditors were frequently found to 
profit by preferential or secret pay- 
ments at the expense of the others. 
Such assets as merchandise, leaseholds, 
receivables and securities, were sold to 
bankruptcy rings or at private sales at 
greatly undervalued prices. Cases were 
found where cash, securities and other 
valuables were stolen by one of the ad- 
Mministrating agents; other cases showed 
the reports of receivers and trustees to 
be defective or delinquent. Padded 
and manipulated expense accounts were 
presented and paid out of the assets of 
the estate. Finally, compositions were 
arranged without adequate investiga- 
tion which benefited the bankrupt or a 
group of creditors at the expense of the 
remaining claimants. 

The conditions prior to 1929 justified 
the conclusion of the Donovan report: 


Unless there is such revision, we can see 
nothing but a continuance of the evils that 
manifest themselves not only in this district 
but throughout the whole country. The 
courts will still be subjected to adminis- 
trative burdens they cannot carry. Low 
compensation for receivers and trustees 
will still discourage from the bankruptcy 
field competent and experienced individuals 
and corporations. Formality and red tape 
will remain. The present futile election 
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system will be left untouched. Dishonest 
debtors and unscrupulous attorneys will 
-ontinue to prey on the commercial com- 
munity. And in another cycle of years, 
another bankruptcy scandal will precipi- 
rate another inquiry directed to the at- 
tempted punishment of those whose corrupt 
activities were invited and encouraged by 


the system itself.® 


II. The Trust Company as Standing 
Receiver 


The appointment in January, 1929, of 
the Irving Trust Company as standing 
receiver for the bankruptcy cases of the 
Southern district of New York was a 
step of major importance in correcting 
the existing abuses. Various attempts 
at improving the method of appointing 
receivers had been previously tried, but 
without success. Fora time, the experi- 
ment of having the creditors meet 
shortly after the filing of the petition 
and recommend a receiver failed be- 
cause of lack of interest and nonattend- 
ance of the creditors. ‘The system was 
later modified by allowing the creditors 
at the meeting to decide to continue the 
receiver the judge had already ap- 
pointed, or to recommend another to 
replace him. For a period later, the 
appointments were made from a list 
prepared by a group of business execu- 
tives of men who had ability and expe- 
rience in the different lines of trade. 
This plan also proved unsatisfactory. 
Finally, the judges considered the 
compilation of an official list from which 
the receiver would be picked. This 
possibility was given up with the 
decision to concentrate the responsi- 
bility in a single financial institution. 
Judge John C. Knox, Senior Judge of 
the District Court, said: 


For over a year, I was personally con- 
vinced that nothing short of a radical 
change would improve the situation. Be- 


* Ibid., p. 14. 


cause of certain obstacles at the time, it was 
not until November, 1928, that the Judges 
of the Court decided that the constant 
pressure for appointment, the maladminis- 
tration and the dishonesty would be best 
eliminated by securing the services of an 
outstanding trust company. 


Many of the qualities possessed by 
a large bank make it well-qualified to 
act as receiver. ‘The centralization of 
responsibility in such an agent, organ- 
ized to act continuously, allows and 
impels a superior administration. A 
bank, such as the Irving Trust, has a 
reputation and goodwill among business 
men which it cannot allow to be 
jeopardized by an inefficient or irregular 
receivership department. The continu- 
ity of its operations not only enables the 
department to develop an enviable 
reputation of its own, but encourages 
from the start a feeling of security and 
confidence from the business community 
and the court. Assured that an impar- 
tial and economical administration will 
recover, liquidate and distribute the 
assets of an estate, the creditors are 
interested and active in their coopera- 
tion. Relieved of the very difficult task 
of supervising closely a large group of 
ever-changing receivers, the court is 
able to maintain a continuously inti- 
mate touch with one organization whose 
systematic operations and complete re- 
ports promote greater confidence and 
less interference from the judges and 
the referees. 

A trust company furthermore is ex- 
perienced in acting in a fiduciary capac- 
ity and has experience with systems 
of procedure and control. Through 
its regular banking operations, it has 
gained a familiarity with business con- 
ditions, practices, and companies. 
Because of its financial strength and its 
independent position, it may act impar- 
tially and unrestrainedly without politi- 
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cal or other influences. As in all its 
divisions, the company chooses its 
employees only after a most exhaustive 
investigation of their past records. 
Organized for continuous operation, the 
department is divided on functional 
lines; this form of organization facili- 
tates the administration of the estates. 
Through the full utilization of excep- 
tional ability and specialized training, 
the department is able to attract and 
employ high-salaried men. Finally, 
while the department operates as an 
entirely separate entity within a bank, 
it may have, when it desires, the advice 
and aid of the other departments of the 
organization. 

The appointment of the Irving Trust 
Company as standing receiver recog- 
nizes by act the need of an official re- 
sponsible administrator. Yetitdoes not 
constitute a change in the basic theory 
of bankruptcy proceedings. While a 
receiver has been found to be necessary 
in the large majority of cases to con- 
serve the assets, it was intended that he 
should serve only for the preliminary 
period before a trustee could be elected 
and given control. The choice of trus- 
tee is still determined by the credi- 
tors and his acts are subject to the 
same creditor control. However, by an 
amendment of the general orders on 
January 13, 1930, a District Court 
employing the service of a bank as 
standing receiver was allowed to provide 
“that notice may be given to the credi- 
tors of the availability of such institu- 
tion to act as trustee if elected.”” Due 
largely to the confidence which creditors 
have placed in the administration of the 
Irving Trust, it has continued as trustee 
in about 80% of the proceedings in 
which it acted as receiver and which 
have not been dismissed during that 
period. In many cases, the creditors 
have elected committees of representa- 


tives which have advised and cooper. 
ated with the company, and greatly 
expedited the proceedings. 

The department eliminated one of the 
sources of serious abuse in the first year 
of its appointment by refusing to retain 
attorneys who unethically sought to 
put companies into bankruptcy. This 
change of practice and the establish- 
ment of an active responsible receiver 
removed the greatest of the incentives 
to petition a company into bankruptcy 
unnecessarily. Thus, as the Donovan 
Report states, in the first year, 1929, 
there was a significant decrease of 
almost 25% in the total number of 
bankruptcy cases, a large decrease in 
the percentage of involuntary proceed- 
ings, a substantial increase in the 
number of assignments, and a conspic- 
uous inactivity on the part of many of 
the formerly outstanding attorneys.‘ 
Through another amendment adopted 
on January 13, 1930, the local court 
prohibited in all cases the retention by 
receivers and trustees of attorneys 
representing the petitioning or other 
creditors. The custom was thereby 
destroyed by an absolute instead of 
the former qualified prohibition. The 
attorney has been confined to the legal 
phase of administration, which is in 
accordance with the original intentions 
of the Bankruptcy Act. 


III. The Structure of the Receivership 
Division 

When the Irving Trust Company in 
January assented to act as standing 
receiver, it was faced with the difficult 
task of organizing a department which 
could be put into immediate operation. 
The difficulty was further increased by 
the lack of precedent on which to base 
the organization and by the inexper' 





 Ibid., p. 31. 
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ence of the executives in bankruptcy 
administration. Since the establish- 
ment of the department, many revisions 
and improvements have been made in 
organization, in methods of procedure, 
and in the systems of control. 

A brief description of the organiza- 
tion and operation of the Irving Trust 
Receivership Division will indicate the 
superiority of a responsible permanently 
organized administration. Under the 
general supervision of a Vice President 
of the company are five departments, of 
which four are Administrative Groups, 
and the remaining one the Executive 
Department. 

Each Administrative Group is organ- 
ized as a complete entity to handle 
a number of bankruptcy cases. Ineach 
group a Representative, aided by three 
assistants, is responsible for arrang- 
ing and directing the actual liquidation 
of an estate. He takes possession of 
the bankrupt’s assets, aids in investiga- 
tion of assets and in taking of inven- 
tories, transmits accounting records and 
valuables to the office, calls and super- 
vises meetings of the creditors, and 
directs the sale of assets and the dis- 
bursement of dividends. It is the 
function of this officer to provide a 
continuity of responsible administra- 
tion. 

To aid and control the work of the 
Representative, the various detailed 
stages in the proceedings have been 
carefully itemized in a standardized 
Case Book. Each page lists the routine 
steps of that stage, and allows room for 
dates of commencement and comple- 
tion. ‘To each proceeding is assigned a 
Case Book. As the various steps are 
taken, the Representative or the Group 
Secretary fills out the page, makes any 
notations of special importance at the 
bottom, and sends it to the Group 
Progress Records Clerk. The latter 


collects these pages in a new Case 
Folder, and notes the completion of that 
stage on a large progress chart of all the 
Group cases. The clerk is responsible 
for calling attention to any omission or 
error, or to any excessive delay. In 
addition, each Group has its comple- 
ment of information, filing and steno- 
graphic clerks. 

The administrative section of the 
Receivership Division has been divided 
into these four completely integrated 
and independent departments to com- 
bine the advantages of the small, flexi- 
ble business with those of specialized 
ability and knowledge possible only in 
large, permanent organizations. A 
closer, more personal attention to the 
management of many different types 
and sizes of estates is thus provided. 
By developing a sense of Group coopera- 
tion and responsibility, it encourages 
efficient and economical administra- 
tion. Finally, through the adding or 
dropping of a Group, it provides the 
Division with a flexibility for adapting 
itself tochanges in its volume of business. 

The fifth branch of the Receiver- 
ship Division is the Executive Depart- 
ment. It functions for the organization 
as a whole by performing a number of 
specialized services. An Estates Collec- 
tion Service devotes its attention to the 
collection of the accounts receivable of 
all bankrupt estates. A Documents 
Section prepares the legal statements 
required in the various stages of liquida- 
tion. An Inventory, Appraisal, and 
Sales Section, after consultation with 
the Groups Representative in charge, 
proceeds to dispose of the estate mer- 
chandise as profitably as_ possible. 
(Practically all inventories are sold at 
the auctions of the Underwriters Sal- 
vage Company, an organization which is 
maintained by a number of large insur- 
ance companies, and which was selected 
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by the court after thorough investiga- 
tion.) The Estates Accounting and 
Cashier Section records the statements 
of estate assets, their liquidation and 
collection, and the disbursement of the 
funds in dividends and expenses. Thus 
the Executive Department includes 
functionally specialized sections which 
can serve more economically and ef- 
ficiently all four Administrative Groups 
and the Division as a whole. 

The procedure to be followed in the 
administration of an estate from the 
time of the appointment of the receiver 
to the completion and discharge has 
been worked out in great detail. The 
functions of each department and the 
duties of each employee have been 
defined so as to reap the advantages of 
specialized training and ability and to 
develop a skillful and efficient adminis- 
tration. Systems of control have been 
devised which check up on the employ- 
ees, coordinate the activities of the 
various departments, and prevent any 
neglect or dishonesty. 


IV. Operation of the New Receivership 
Arrangement 


Many advantages have accrued from 
the appointment of the Irving Trust 
Company as standing receiver and the 
establishment of a _ responsible per- 
manently organized department. One 
authority on the subject has summar- 
ized these benefits in stating: 


The Irving Trust has provided the 
assurance of an honest administration. It 
has placed at the disposition of estates in 
bankruptcy, facilities for administration 
possessed by large industrial and commer- 
cial organizations. It has eliminated poli- 
tics in the employment of receivers, attor- 
neys, custodians, and auctioneers; and 
under the rules to be adopted, politics in 
the employment of appraisers. It assures 
impartial treatment to all creditors and 
promotes cooperation between various 


groups, both secured and unsecured. fj. 
nally, it assures the bankrupt against q 
wasteful administration of his estate and 
against any illegal action on the part of the 
receiver or his agents. 


The greatest potential dangers and 
weaknesses of a corporate receiver lie jn 
the possibilities for bureaucracy and 
inflexibility. It has been frequently 
pointed out that each bankruptcy 
proceeding is surrounded by individual 
conditions and circumstances that make 
impossible standardized and impersonal 
treatment. It has also been asserted 
that the employees of a department 
become conventional and perform their 
work with less zeal and attention than 
the individually appointed receiver. 
It must be recognized that these dangers 
do exist. Yet these same criticisms 
may be directed against any corpora- 
tion in conducting its regular business 
and in dealing with its customers. The 
department, like the corporation, can 
avoid these undesirable traits through 
the retention of a capable staff of 
executives and a conscious effort to 
attain and maintain a high standard of 
administration. 

Since the introduction of the new 
system there has been a distinct trend 
toward settling cases through the medi- 
ation of trade associations and credit 
and collection agencies. The reasons 
most often advanced to explain this 
movement are that the liquidations and 
settlements can be effected out of court 
with a greater rapidity and economy, 
and inferentially with larger dividends 
to the creditors. Theoretically this is 
possible and in many cases actually 
true. In many ways, the present legal 
proceedings are drawn out, formal, 
inflexible and costly. However, to ob- 
tain an administration out of court 
which will be quicker and more econom- 
ical, it is necessary that these agencies 
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should be organized with the necessary 
accounting and administrative staffs 
that can be relied upon to act honestly 
in the interests of all the creditors. 
It is necessary, moreover, that complete 
agreement and cooperation exist among 
all the creditors on the terms of the 
settlement and liquidation and on the 
payment of administration expenses. 
Finally, it is necessary that there be 
no fraud on the part of the bankrupt, 
no preference payments to creditors, 
or no other irregular acts by any party 
to the case, that would require legal 
action for recovery, restitution, or 
settlement. The Irving Trust has 
received from these agencies many 
cases which they started but failed to 
settle because of the illegal orfraudulent 
act, or because of lack of agreement 
among the parties. 

Another reason for this trend for 
settlement of cases out of court lies 
in a reversal in the incentive under 
the new system. As pointed out above, 
the remunerative fees and allowances 
paid to those who initiated bank- 
ruptcy cases encouraged an abuse of 
the proceedings. Not only does this 
incentive to petition a company into 
receivership no longer exist, but the 
self-interest of the agencies and of its 
staff, attorneys, appraisers, auctioneers, 
and other associated parties requires 
that the company shall not be thus 
petitioned. 

Undoubtedly a great many cases 
will continue to be settled out of court 
through these associations and agencies. 
Where the organization is equipped 
to conduct an efficient and honest 
administration, a saving of time and 
money will accrue to the creditors. 
But only a very few meet this high 
standard. 

The limitations of this mode of settle- 
ment must be recognized. In many 


cases a quicker and cheaper liquidation 
will be found an inferior one. Investi- 
gations may be neglected, preferential 
or fraudulent payments may remain 
concealed, assets may be sacrificed un- 
necessarily, or unfair compositions may 
be negotiated. It is believed that 
business men will discover through com- 
parisons with the standing receiver 
those associations and agencies which 
are not organized for efficient, eco- 
nomical and honest administration, 
which are fostering their self-interests 
at the expense of the creditors, and 
which are encouraging out-of-court 
settlements to avoid court supervision 
and to cover up illegal transactions. 


V. Conclusion 


The administration in bankruptcy 
proceedings has been greatly improved 
since the appointment of the Irving 
Trust Company in January, 1929. 
The system has potentialities for great 
success, and the experience of the past 
two years has resulted in an admirable 
record. The Donovan Report, in its 
investigation only a year after the 
appointment, stated: 


The trust company experiment in this 
District has so far been successful. Effi- 
cient, skillful and responsible administra- 
tion has been secured to an extent never 
before realized. 


Many problems, it is true, both of a 
legal and commercial nature have yet 
to be faced and solved. It still is an 
experiment—an experiment for the Irv- 
ing Trust Company, for the Court of 
the Southern District, and for this 
type of solution for the complicated 
bankruptcy problem. Undoubtedly, 
the influx of business in the present 
depression is subjecting the administra- 
tion to a severe acid test. 
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RESEARCH EXPENDITURES AND THEIR 
EFFECT ON THE GENERAL 
ELECTRIC COMPANY 


By DAVID GRAHAM 


T the present time, there are more 
A than 1,000 firms in the United 
States which are operating re- 
search laboratories as integral parts of 
their plants. According to some esti- 
mates,' American business is spending 
more than $200,000,000 a year on re- 
search, $70,000,000 through the gov- 
ernment and $130,000,000 through 
commercial firms. Large corporations, 
such as the General Electric Company, 
the United States Steel Corpora- 
tion, General Motors, the Western 
Electric Company, and the American 
Telephone and Telegraph Company, 
spend millions of dollars a year and 
employ thousands of scientists, engi- 
neers, statisticians, and analysts in 
research work. The American Tele- 
phone and Telegraph Company, for 
example, spends roughly $15,000,000 a 
year and employs about 4,000 per- 
sons in its research division, the Bell 
laboratories.! 

This article attempts to give the 
reader an understanding of the impor- 
tance of research and developmental 
work in the electrical equipment indus- 
try by examining how expenditures for 
research and development are con- 
trolled in the industry, and what results 
have been obtained from these expendi- 
tures. In the electrical equipment in- 
dustry, far-seeing managements have 
followed the policy of continually in- 
creasing the strength of their research 
staffs and providing the latter with 


1 Economie Control of Engineering and Manufactur- 
ing,” p. 300, F. L. Eidmann, McGraw-Hill (1931). 
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better facilities and with increased 
financial resources. Three of the larg- 
est concerns in this industry—the Gen- 
eral Electric Company, the Westing- 
house Electric and Manufacturing 
Company, and the American Telephone 
and Telegraph Company are spending 
about one-fifth of the total amount 
spent for research in the United States.: 
Since, however, the vital importance of 
scientific research and development in 
the industry has nowhere been more 
clearly recognized than by the leaders 
of the General Electric Company, the 
discussion will be confined mainly to 
the policies of that company. 


General Electric Company’s Research 
Policy 


The outstanding characteristic of 
the General Electric Company’s policy 
is the attention which is given to 
originating new products to be manu- 
factured and supplied to the public. In 
addition to executives, salesmen, and 
manual workers, its organization is 
made up of scientists, research and 
designing engineers, and inventors— 
men who contribute directly to the 
development of apparatus and devices 
for the generation, distribution, control 
and use of electrical energy. The 
record of technological advances made 
by the research workers of this company 
constitutes one of the most fascinating 
chapters in the history of American 





2M. Holland, Director, Division of Engineering 
and Industrial Research, National Research Council, 
Mechanical Engineering, Vol. 48, No. 2. 
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business. Their discoveries have not 
only transformed methods and products 
throughout the electrical industry, but 
have exerted a profound influence upon 
many phases of modern life itself. 

In common with many of the leading 
American industrial corporations, the 
General Electric Company has been 
bold in entering new fields. It took 
chances and made mistakes; it sus- 
tained losses. Millions were expended, 
for example, upon the development and 
manufacture of steam turbines before 
any profit was derived from their sale. 
In many cases, large outlays were made 
without any gain except that repre- 
sented by experience. 


Treatment of Developmental Costs 


It is clearly important, however, to 
control research and developmental 
costs and to segregate them in order 
that they may be as rapidly liquidated 
as the market will permit. To achieve 
this purpose, each developmental job is 
supported by an appropriation and the 
results expected from its prosecution 
are carefully weighed. Appropriations 
for developmental jobs in reality con- 
stitute a series of budgets. When an 
appropriation is exhausted, an addi- 
tional sum is granted only if a survey 
indicates that continuance of the work 
is warranted.® 

All expenditures made for the devel- 
opment of a given product are accumu- 
lated until such time as that product is 
ready for sale. At that time, an esti- 
mate of its potential sales at various 
price levels is made and a selling price 
chosen which, if the expected sales 
volume is realized, will yield sufficient 
profits to insure liquidation of the 
developmental expense within a definite 
period decided upon in advance. 


* Forty Years with General Electric, John T. Broder- 
ck, Fort Orange Press (1929). 


In some cases, the actual sales are 
greater than the estimated sales, in 
other cases they are less, so that the 
rate of liquidation of developmental 
expenses varies with different articles. 
The total unliquidated developmental 
expense—always a large sum—is treated 
as acontingent asset. When, however, 
through lack of sales of the article to 
which it is applied, any portion of the 
developmental expense cannot be liqui- 
dated within the period decided upon, 
such portion is written off. 

The company’s aim in following this 
policy is threefold: to make each arti- 
cle, as it becomes salable, carry the 
cost of its development; to introduce its 
new products at prices which will 
encourage a large volume of sales and 
thereby enable developmental costs to 
be liquidated rapidly and the market 
for the new product to be occupied 
quickly; and finally, to segregate and 
write off any outlays for developmental 
work which were unfruitful. 

This clear-cut treatment of develop- 
mental cost has enabled the General 
Electric Company to carry on its pio- 
neering work with a large measure of 
safety, and with effectiveness. It has 
hastened the development of the elec- 
trical industry, inasmuch as it has 
tended to keep prices consistent, stable 
and equitable. 

The conservative policy‘ of the com- 
pany in valuing its present plants, 
equipment, and buildings, which on 
December 31, 1930, had cost about 
$200,000,000, at less than $50,000,000 
is often commented upon by analysts of 
the company’s affairs. It is not gener- 
ally appreciated, however, that the 
company has spent since its organiza- 
tion more than $200,000,000 upon 
developmental and research work upon 





Annual Report of General Electric Company 
(1930). 
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which no balance-sheet valuation is 
placed. 

It is instructive to inquire how this 
enormous expenditure on research and 
developmental work has brought about 
a compensatory increase in profits. 

One hundred years ago, industrial 
supremacy® was largely a matter of the 
control of raw materials. Within the 
last twenty-five years, however, the 
factor of research has considerably 
changed the foundation of the industrial 
structure. The leading industrial cor- 
porations apparently recognize clearly 
that the mere possession of physical 
property is no longer a guarantee of 
success, but that the profits of the 
future will depend upon products, proc- 
esses and methods; that those com- 
panies which produce distinctly new 
items and develop processes by which 
present products can be made at less 
cost will succeed; and that those which 
fail to keep abreast of the times in 
industrial technology will fail. Since 
successful competition of research and 
developmental work, from a commercial 
point of view, usually results in new 
ideas being crystallized and protected 
in the form of patents, the influence of 
patents on the electrical equipment 
industry and more especially upon the 
business of the General Electric Com- 
pany will now be examined. 


Patents and the Evolution of the Industry 


At first the electrical equipment 
industry consisted of small producing 
units. Competition was intense and 
patent litigation unceasing. Inven- 
tions which would greatly improve the 
apparatus of one company were often 
covered by patents of a competing 
company. The leading interests in the 
industry now turned to consolidation as 


. ’ Holland, Maurice, Mechanical Engineering, Vol. 
48, No. 2. 


a solution of some of these difficulties— 
with the result that two dominant 
concerns emerged which still provide 
constructive leadership for the industry, 

The large companies have taken 
minority stock interests in many small 
electrical equipment concerns and have 
thereby secured representation on the 
boards of directors of the companies, 
This representation is concerned only 
with questions of policy and the man- 
agements are distinct. By working in 
cooperation, distribution expenses are 
reduced and during business depres- 
sions the problem of survival is placed 
squarely up to each unit. Faced with 
direct losses, the units function more 
efficiently than if they were merely 
departments in a large corporation. 

There is clearly a limit beyond which 
consolidation or control through minor- 
ity stock interests cannot be carried 
without violating the provisions of the 
anti-trust laws. To promote the best 
interests of the electrical equipment 
industry as a whole, therefore, working 
agreements were entered into by the 
large companies. These cross-licensing 
agreements were based upon patent 
interchanges, supported and guaranteed 
by mutual interest. The small com- 
petitive manufacturers were now per- 
mitted to use the patents of the large 
companies in return for the payment of 
reasonable royalties. 

Without this pooling of patents and 
rights, it is probable that no one manu- 
facturer could have obtained all the 
necessary licenses to permit the produc- 
tion of the most efficient equipment 
possible at any given stage of scientific 
development. Even if the necessary 
licenses had been obtained, the aggre- 
gate cost of royalty payments would 
almost certainly have been so high 
that the engineering progress of the 
electrical equipment industry would 
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have been seriously retarded, the price 
of its products raised, and the growth of 
the industry throttled. 

The huge patent pool whereby the 
General Electric Company, the Amer- 
ican Telephone and Telegraph Com- 
pany, the Westinghouse Electric and 
Manufacturing Company, the Radio 
Corporation of America, the United 
Fruit Company and others are jointly 
exploiting their radio patents in the 
domestic market is well-known. The 
world-wide community of interest cre- 
ated by patent agreements in the elec- 
trical equipment industry—particularly 
by those of the General Electric Com- 
pany—is less frequently understood. 


Imporiance of Patent Control in Foreign 
Relations 


The importance of patent control in 
the electrical equipment industry can 
be readily understood when it is realized 
that the industry is continually renew- 
ing its youth. Its growth and develop- 
ment is still based, to a considerable 
extent, upon the exploitation of patents 
covering apparatus or methods of 
manufacture developed by research 
departments of various manufactur- 
ing concerns. American manufacturers 
possess many patents which are pro- 
tected by law both at home and abroad. 
They have, in addition, designing 
experience and manufacturing tech- 
nique that foreign companies wish to 
acquire. Foreign manufacturers like- 
wise have patents, similarly protected, 
as well as valuable experience. 

Early attempts of American manu- 
facturers of electrical equipment to 
exploit their patents and products in 
foreign countries took the form of 
developing affiliated manufacturing and 
selling connections in foreign countries. 
Similar attempts to capture business in 
the American market were made by 


foreign companies. Direct competitive 
efforts of this kind have apparently never 
been successful to any great extent. 
Prior to the formation of the General 
Electric Company in 1892, the Inter- 
national Thomson-Houston Company 
attempted to sell the products of the 
Thomson-Houston Electric Company 
through salesmen and agents, but the 
attempt did not meet with much success. 

The desire of American manufac- 
turers to obtain patent rights, manu- 
facturing experience, and designs from 
foreign companies was paralleled by 
similar desires of foreign manufacturers 
to use the results of American experi- 
ence. Both parties wished to protect 
their respective patent interests in 
foreign countries to the greatest extent, 
and to further as far as possible sales 
of articles of domestic manufacture 
abroad. ‘These factors, therefore, have 
led to contracts between American and 
foreign companies which, among other 
things, provide for the exchange of 
patent rights and technical information. 

The advantages accruing from these 
agreements are very real. The Inter- 
national General Electric Company, for 
example, could not obtain such strong 
patent protection abroad as it could in 
America. Not only must the soliciting 
of patents be done at too long a range, 
but in most of the countries not much 
attention is paid to patents or to their 
enforcement—if the patents are held by 
persons outside the country. There 
is a prejudice against foreign-held pat- 
ents and against their enforcement in 
almost every country, which prejudice 
is necessarily reflected in the courts. 
It is very difficult for an American even 
to attempt to enforce his patents efh- 
ciently. Furthermore, in the foreign 
industrial countries, there is a strong 
sentiment against foreign-made prod- 
ucts offered in competition with do- 
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mestic products. This sentiment is 
reflected in the laws of most of the 
countries which require that patents, in 
order to remain valid, shall be “‘ worked’ 
in the countries issuing the patents. 
The patent situation is entirely 
changed, however, if the patenting of 
the inventions and the enforcement of 
the patents are in the hands of local 
manufacturers in foreign countries. If 
the foreign manufacturer imports the 
American-made products to supple- 
ment those of his own manufacture and 
himself markets the products along with 
his own—thus putting his stamp of 
approval on them—the American- 
made products can be sold readily. 
At present there are many sizes and 
kinds of electrical products which for- 
eign factories are not equipped to manu- 
facture. Large additional investment 
would be required to provide ade- 
quate manufacturing facilities. Foreign 
manufacturers are in some cases unable 
to make such additional investment; 
in some cases they are unwilling to do so 
since the rapid change in the type of 
electrical apparatus demanded might 
soon make extensions of facilities out 
of date. Due, therefore, to the con- 
stant development of the electrical 
industry which is being carried on in 
America, there are many sizes and 
classes of products which, so long as 
progress is pushed most rapidly by 
American manufacturers, may reason- 
ably be expected to be purchased from 
them in continuing large quantities. 
The General Electric and Westing- 
house companies have done most in 
America in developing and acquiring 
patents and experience which would be 
of value to foreign manufacturers, and 
are therefore in a strong bargaining 
position. In general, they have con- 





6 Federal Trade Commission (Document No. 46) 
1928. 


fined their exchanges of patent rights 
and technical information to the largest 
manufacturing interest in each foreign 
country. 


Agreements with Foreign Manufacturer; 


Since 1919, the International Genera] 
Electric Company has entered into 
agreements with about thirty foreign 
electrical equipment manufacturers,’ 
Each of these contracts grants to the 
respective foreign company the use of 
General Electric patents and designing 
and manufacturing experience for speci- 
fied territory in exchange for a similar 
grant by the foreign company to the 
General Electric Company. 

Typically in these agreements, world 
markets are separated into three divi- 
sions: “exclusive territory,” “nonex- 
clusive territory,”’ and “‘excluded terri- 
tory.” In the “exclusive territory” 
the two companies agree neither to com- 
pete nor to grant rights to competing 
companies; in the “nonexclusive terri- 
tory” each company may compete 
directly in the sale of goods or each may 
grant rights to other companies in 
terms generally indicated in the agree- 
ments; in the “excluded territory” 
neither grants any rights to the other. 
The ‘excluded territory,” and in some 
cases the “nonexclusive territory,” 
is generally made up of countries in 
which one or the other or both parties 
have granted rights to other companies. 
A typical example will perhaps serve to 
clarify the picture. 

The International General Electric 
Company has agreements with three 
German companies, two dealing with 
lamps only, and the other with elec- 
trical machinery and apparatus con- 
cerning the generation, transmission, 
distribution, conversion, and _ utiliza- 





7 Annual Report of International General Electric 
Company (1929). 
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tion of electric energy, including tur- 
pines and prime-movers. The broader 
agreement covering prime-movers and 
electrical equipment (other than lamps 
and radio) is with the Allgemeine 
Elektricitaets-Gesellschaft. It origi- 
nated on January 2, 1922, and con- 
tinues to December 31, 1941, and 
thereafter unless terminated by not 
less than three years’ notice by either 
party. In this contract, the General 
Electric Company reserves as its “‘ex- 
clusive territory” the North American 
Continent, Cuba, the West Indies, 
and the United States possessions, 
colonies, and protectorates, and grants 
as the “exclusive territory” of the 
Allgemeine Company—Germany, Den- 
mark, Norway, Poland, Austria, Hun- 
gary, Czechoslovakia, Sweden, Finland, 
Memel, and Danzig. Until such time 
as the two parties shall agree otherwise, 
Estonia, Latvia, and Lithuania, Bel- 
gium, Luxemburg, France, Greece, 
Portugal, Spain, and their respective 
colonies are “‘excluded territory.”” The 
remainder of the world is described as 
“nonexclusive territory.” 

The rights granted cover not only the 
use of patents and mutual recognition 
of territorial division, but also the 
training of representatives of the foreign 
companies in factory methods and the 
furnishing of information approaching 
“trade secrets.” As a leader in the 
electrical equipment industry, the Gen- 
eral Electric Company has been able 
to obtain from foreign companies cash 
payments constituting charges for serv- 
ice and information as well as royal- 
ties for the use of patents. Such pay- 
ments usually take the form of percent- 
ages of the foreign company’s sales. 

Another important feature of these 
contracts is that each party agrees to 
act as the exclusive agent of the other 
‘or noncompetitive goods in its respec- 


tive “‘exclusive territory,”’ and likewise 
accepts a nonexclusive agency in “non- 
exclusive territory”? named in the con- 
tract. In accepting such agency the 
foreign company agrees to act as agent 
for no other company, and the General 
Electric Company agrees not to sell 
for use in, or export to, the foreign 
company’s exclusive territory without 
the latter’s consent. Some of the 
agreements provide further that, in 
exercising its right to sell in “non- 
exclusive territory” the foreign com- 
pany shall sell at prices not more favor- 
able to the purchaser than those of the 
General Electric Company. 

To secure the close relationship neces- 
sary to guard its interests against mis- 
use of the intimate information given 
concerning manufacturing methods and 
trade secrets for nonpatented as well 
as for patented articles, and also to 
insure adequate performance of foreign- 
agency features of the agreements, the 
General Electric Company has taken a 
considerable financial interest in certain 
foreign electrical equipment companies. 
Situations have arisen, for example, in 
which a manufacturer, wishing to with- 
hold the use of a valuable patent from 
the international group to which he 
belongs, has formed a subsidiary com- 
pany to announce a valuable discovery 
and to take out patents covering it. 
The subsidiary company’s affairs do 
not, of course, fall under the inter- 
national agreements. By having a 
minority interest in foreign companies, 
and representation on their boards of 
directors, the General Electric Com- 
pany has assured itself of a fair share in 
the profits arising from new develop- 
ments introduced by them. 

Since an essential feature of the con- 
tracts described above is the agreement 
that each company will not invade the 
domestic territory of the other, the 
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former assume considerable importance 
as factors tending to eliminate competi- 
tion of large foreign companies in the 
United States markets. 


Effect of Patent Agreements and Contracts 
on Competitive Conditions in the United 
States 


The electrical equipment industry in 
the United States presents a peculiar 
condition in that the value of heavy 
power equipment produced by the 
General Electric Company and the 
Westinghouse Electric and Manufac- 
turing Company amounts to about 
75% of the total for the industry. A 
somewhat similar condition of concen- 
tration prevails in the electrical indus- 
try in the principal industrial countries 
of Europe and in Japan. The com- 
panies are smaller, but the character- 
istic feature is that, at most, three or 
four interests dominate in each country. 

With this concentration of manufac- 
ture in foreign countries, the General 
Electric Company and the Westing- 
house Company can effectively control 
the whole situation by having one or 
two contracts in each country. Not 
only is direct foreign competition elim- 
inated in the United States markets, 
but the possibility that other American 
manufacturers will obtain the right to 
use important foreign patents, trade 
secrets, and manufacturing information 
and experience is also forestalled to the 
extent that the contracts give exclusive 
rights in America to the two large 
companies. Any other American com- 
pany desiring to use these patents is 
forced, therefore, to attempt to obtain 
such permission from its strongest 
competitors. 

The only foreign competition that 
can enter the United States is that of 





8 Federal Trade Commission (Document No. 46) 
1928. 


companies not under contract with 
either the General Electric or Westing. 
house interests. It is interesting to 
note that the only important effort jp 
recent years to exploit patents in , 
broad way, otherwise than through the 
General Electric and Westinghouse 
Company, is that of the Americay 
Brown Boveri Corporation. The latte; 
is acting under contract with the 
Brown Boveri interests of Switzerland 
which are not under contract with eithe; 
of the two large American companies. 

The possession of exclusive rights to 
use the patents and experience of the 
most important foreign companies 
places the two large American compan- 
ies in a position to use, or withhold 
from use, patents or information ac- 
quired under the contracts. If a com- 
petitor attempts to manufacture with- 
out license, he can be stopped by 
patent infringement proceedings, even 
though the patent infringed may not be 
in actual use at all in the United States. 

Thus, the General Electric Company 
and the Westinghouse Company have 
made their patent-exchange contracts a 
source of direct income in the form of 
royalties. In addition, by limiting to 
themselves, and to other companies 
acting as their licensees, the use of 
American rights under foreign patents 
and experience of the largest and strong- 
est foreign manufacturers, the two large 
American companies have protected 
their own position in the domestic 
market. 


Legal Aspects of Contracts with Foreign 
Manufacturers 


Since the contracts between the 
General Electric Company and various 
foreign manufacturers of electrical 
equipment tend to restrict competition 
in the United States, the agreements 
may seem to conflict with the Sherman 
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Law and the Clayton Act, which 
squarely prohibit contracts in restraint 
of trade even under the pretense of 
patent agreements. 

" The General Electric Company claims 
to possess property rights in patents 
and in designing and manufacturing 
experience approaching—if not con- 
stituting—trade secrets. These rights, 
‘t contends, may be legally exploited or 
disposed of by contract. ‘The company 
also claims the legal right to acquire 
from foreign companies similar patent 
rights and trade secrets, to keep abreast 
of developments in the industry. The 
agency features, which are found in the 
contracts with foreign manufacturers, 
are held to constitute a legitimate 
means of furthering foreign trade in 
products of American manufacture. 

It is claimed that foreign patents, 
trade secrets, and technical and manu- 
facturing methods are species of prop- 
erty subject to sale or exchange with 
restrictions as to use, and that restric- 
tions in the foreign contracts do not 
exceed what is essential for the protec- 
tion of the parties. The General Elec- 
tric Company claims that trade restric- 
tions in furtherance of such contracts 
are not prejudicial to public interests in 
the United States, because it has con- 
tracts with leading companies only in a 
few of the principal countries in the 
world, leaving many manufacturers in 
the same countries with whom no such 
contractual relations exist. On these 
grounds, the General Electric Company 
has successfully maintained that its 
contracts with foreign manufacturers 
are legal. 

Apart from the question of conflict 
with the antitrust laws, however, 
patents, secret processes and technical 
experience—while appearing to aim at 
monopoly—do not have this effect 
as used by the General Electric Com- 


pany. They rather tend to integrate 
the whole technical research capacity of 
Europe, America and Japan into a 
compact body seeking to promote devel- 
opments in the electrical field and to 
make them available to the whole 
civilized world. With patents held by 
numerous patentees in various coun- 
tries, it is clearly apparent that the 
progress of the electrical equipment 
industry can be most effectively pro- 
moted through international coopera- 
tion. The mobilization of patents and 
rights in the hands of the leading 
electrical equipment manufacturers of 
the world tends to shorten the time- 
lag between fundamental research dis- 
coveries and their industrial applica- 
tion, since important new applications 
of electricity are made available to the 
leading industrial nations simultane- 
ously. The international cooperation 
in the electrical equipment industry has 
undoubtedly been brought about by the 
application of sound, constructive 
thinking. In this respect, the leaders 
of the industry have set an example 
which might well be followed by other 
American industries. 


Conclusions 


The expenditures for research and 
developmental work made by the Gen- 
eral Electric Company have resulted 
in the company’s gaining: 


1. Basic patents which give a complete 
monopoly of the manufacture and sale of 
some types of equipment and appliances, 
¢.g., tungsten lamps. 

2. Patents which, while not of a basic 
character, give the company the advantage 
of an early start in exploiting the market 
for new types of equipment or appliances. 

3. Cash payments from foreign com- 
panies variously described as “royalties,” 
“service charges” or “retainers,” which 
constitute charges for services and informa- 
tion as well as royalties for the use of 


patents. 
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4. The American rights to manufactur- 
ing information and patents developed by 
foreign manufacturers with whom the 
General Electric Company has patent 
exchange agreements. 

5. Protection of the American market 
against the entrance of those foreign manu- 
facturers with whom the company has 
patent agreements. 

6. Outlets for General Electric products 
through foreign manufacturers who agree to 
act as exclusive agents for the company, 
and who can dispose of American goods and 
yet avoid the strong sentiment which exists 
in foreign industrial countries against 
imported products offered in competition 
with domestic products. 

7. Assurance that foreign manufacturers 
of electrical equipment and appliances will 
not attempt to sell their products in certain 
“nonexclusive” territories at prices more 
favorable to the purchaser than those 
offered by the General Electric Company. 


The ability of the General Electric 
Company to maintain the strategic 
position which it now occupies depends 
in large part upon its ability to retain 
its present leadership in developing 
new products. Strings of minor pat- 
ents, trailing behind a powerful com- 
pany which is pushing forward rapidly, 
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may trip up competitors who attempt 
to approach too closely, but a Single 
patent or group of patents will rarely 
allow a competitive situation to be 
controlled for a long period of time. 
The very necessity of the situation 
often leads competitors to develop 
improvements, so that what may be 
monopolized today may disappear to- 
morrow by reason of some outside 
improvement. 

Given more prosperous conditions, 
it seems reasonable to expect an acceler- 
ation in the speed at which foreign 
manufacturers—and particularly those 
in the European countries—will origi- 
nate new developments and applications 
of electricity. Such an occurrence will 
undoubtedly hasten the present trend 
of the General Electric Company’s 
policy of establishing closer relations 
with foreign manufacturers, and seems 
likely to refute more and more clearly 
the suggestion that the United States 
can ever hope to operate successfully as 
an isolated economic unit in the indus- 
trial world of the future. 























AKEF 


attempt 
a Single 
rarely 

to be 
f time, 
tuation 
levelop 
nay be 
€ar to- 
Outside 


litions, 
cceler- 
foreign 

those 

Origi- 
‘ations 
ce will 

trend 
Dany’s 
ations 
seems 
learly 
States 
ally as 
ndus- 





BOOKS RECEIVED 


AxeRMAN, JOHAN. Om Det Ekonomiska 
Livets Rytmik (Rhythmics of Economic 
Life). 1928. 322 pp. Some Lessons 
of the World Depression. 1931. 43 pp. 
Stockholm: Nordiska Bokhandeln. 

Annals, The—The Insecurity of Industry. 
Philadelphia: The American Academy 
of Political and Social Science, March, 


1931. 206pp. $2. 

Asptey, J. C. (Editor). Mazling List 
Handbook and Direct Advertising 
Guide. (1931 edition.) Chicago: The 
Dartnell Corporation, 1931. 360 pp. 
$2.50. 


Baper, J. A. and Zerpuer, F. Vertriebs- 
handbuch fir industrielle Betriebe. 
Berlin: VDI—Verlag GMBH, 1931. 
326 pp. $4.20. 

3aRIDON, Fextrx E. and Loomis, Ear H. 
Personnel Problems. New York: Mc- 
Graw-Hill Book Company, Inc., 1931. 
452 pp. $5. 

Barnes, RatpH M. Industrial Engineer- 
ing and Management. New York: 
McGraw-Hill Book Company, Inc., 
1931. 366 pp. $3.50. 

Barrett, Don C. The Greenbacks and 
Resumption of Specie Payments. Cam- 
bridge: Harvard University Press. 
259 pp. $3. 

Bence, Eucene J. Cutting Clerical Costs. 
New York: McGraw-Hill Book Com- 


pany, Inc., 1931. 327 pp. $3.50. 
BerGENGREN, Roy F. Credit Union. 
New York: The Beekman Hill Press, 


1931. 300 pp. 

Bippte, Cuinton P. and Bates, GEorGE 
EK. Investment Banking. New York: 
McGraw-Hill Book Company, Inc., 
1931. 621 pp. $6. 

Block, ALEXANDER. Bausparen in Eng- 
land, Amerika und Deutschland. Ber- 
lin: Bauwelt-Verlag, 1931. 493 pp. 

Boprisu, H. Morton (Editor). History 
of Building and Loan in the United 
States. Chicago: United States Build- 

_ ing and Loan League, 1931. 792 pp. 

Bossarp, James H. S. and Dewuurst, 
|. Freperic. University Education 
for Business. Philadelphia: Univer- 
sity of Pennsylvania Press, 1931. 
578 pp. $5. 


127 


Bratrer, Hersert M. Japanese Bank- 
ing. United States Department of 
Commerce, Trade Promotion Series 
No. 116. 295 pp. 50¢ (paper cover). 

Bretey, Pierre R. Looking Ahead with 
Common Stocks. New York: Wetsel 
Market Bureau, Inc., 1931. 182 pp. 


BrettLe, L. Social &% Economic Geo- 
graphy. New York: Isaac Pitman 
& Sons, 1931. 459 pp. $3.50. 

Breyer, RatpH F. Commodity Marketing. 
New York: McGraw-Hill Book Com- 
pany, Inc., 1931. 477 pp- $4. 

Bupisu, J. M. and Suipman, SAaMueEt S. 
Soviet Foreign Trade. New York: 
Horace Liveright, Inc.,1931. 276 pp. 
$2.50. 

Co.uier, Rospert. The Robert Collier Let- 
ter Book. New York: McGraw-Hill 
Book Company, Inc., 1931. 434 pp. 


Cope.Lanp, Metvin T. Problems in Mar- 
keting. (Fourth Revised Edition.) 
New York: McGraw-Hill Book Com- 
pany, Inc., 1931. 780 pp. §$5. 

Crow, Witiiam H. Formal Corporate 
Practice—W orking Methods and Systems. 
New York: Burrell-Snow, Inc., 1931. 
1504 pp. $10. 

Dewinc, ArtHURS. Corporation Finance. 
(Revised Edition.) New York: The 
Ronald Press Company, 1931. 540 
Pp. $3.50. ; ra 

Donuam, Wattiace B. Business Adrift. 
New York: Whittlesey House, Mc- 
Graw-Hill Book Company, Inc., 1931. 
165 pp. $2.50. 


Duppy, Epwarp A. and Revzan, Davin A. 
The Supply Area of the Chicago 
Livestock Market. Chicago: The 


School of Commerce and Administra- 


tion, University of Chicago, 1931. 

100 pp. $1 (paper cover). 
Dunnican, WititaM. Practical Stock 

Market Forecasting. Boston: Finan- 


cial Publishing Company, 1931. 92 
p. $2.50. ° 

Economic Handbook of the Soviet Union. 
New York: American-Russian Cham- 
ber of Commerce, 1931. ISI pp. 
(paper cover). 








128 

Evspree, Hucu L. Jnterstate Transmis- 
sion of Electric Power. Cambridge: 
Harvard University Press, 1931. 212 
pp. $2.50. 


A Personnel Program 
Washing- 


FELDMAN, HERMAN. 
for the Federal Ctoil Service. 


ton: U. S. Civil Service Commission, 
1931. 289 pp. 30¢. 
FiscHer, Louis. Why Recognize Russia? 


New York: Jonathan Cape and Harri- 
son Smith, 1931. 298 pp. $2. 
Fisher, V. E. and Hanna, Josepu V. 
The Dissatisfied Worker. New York: 
The Macmillan Company, 1931. 260 
pp. $2.50. 
GauLt, Epcar H. Michigan Business 
Studies—Monthly and Yearly Stand- 
of Performance for Department 
1930. Ann Arbor: Bureau 
of Business Research, School of Business 
Administration, University of Mich- 
igan, 1931. I4I1pp. $1 (papercover). 
GREER, Cart RicHarD. Advertising and 
Its Mechanical Production. New 
York: Thomas Y. Crowell Company, 


aras 


Stores: 


1931. 474 pp- 45. 

Haney, Louis H. Business Forecasting. 
Boston: Ginn & Company, 1931. 378 
pp. 3.40. 


Monetary Problems of the 

New York: The Mac- 
millan Company, 1931. S569 pp. $5. 

Harvard Business Reports. Vol. 10. Mar- 
keting Airplanes, by Gragg, Charles I. 
and McNair, Malcolm P. New York: 
McGraw-Hill Book Company, Inc., 
1931. 385 pp. $5. 

Hitt, Norman L. International Adminis- 
tration. New York: McGraw-Hill 


Book Company, Inc., 1931. 292 pp. 


Harris, S. E. 
British Empire. 


$3. 
Hocxett, Homer C. Introduction to Re- 
search in American History. New 


York: The Macmillan Company, 1931. 

108 pp. $2. 
JAMISON, CHARLES L. Michigan Business 
Studies—Management of Unit Banks. 
3ureau of Business Re- 


Ann Arbor: 


search, School of Business Administra- 


tion, University of Michigan, 1931. 
279 pp. $1 (paper cover). 

Jones, Cuester L. Caribbean Back- 
grounds and Prospects. New York: 
D. Appleton and Company, 1931. 


354 Ppp. #4 


HARVARD BUSINESS REVIEW 


Jones, Dorsey D. Edwin Chadwick and 
the Early Public Health Movement ig 
England. Iowa City: University of 
Iowa Studies, Feb., 1931. 160 pp 
$1.50 (paper cover). 

JorGENsEN, Emit O. The Road to Better 
Business—and Plentiful Employmen, 


Chicago: Manufacturers and Mer. 
chants Federal Tax League, 1931. 8 
pp. $1. 


KetrripGe, J. O. Dictionary of Com. 
mercial {Ff Financial Terms, Phrases, 
and Practice. (French-English and 
English-French.) New York: E, P. 
Dutton & Company, 1931. 647 pp. 
$7.50. 

Kouver, Eric L. and Morrison, PautL, 
Principles of Accounting. (Second Edi- 
tion.) New York: McGraw-Hill Book 
Company, Inc.,1931. 507pp. $4.50, 

LAIDLER, Harry W. Concentration of 
Control in American Industry. New 
York: Thomas Y. Crowell Company, 
1931. sSoopp. $3.75. 

Leeps, Morris E. and Batperston, C. 
Canby. Wages—A Means of Testing 
Their Adequacy. Philadelphia: Uni- 
versity of Pennsylvania Press, 1931. 
79 pp. $1.50. 

Livincston, W. Ross. University of Iowa 
Studies—Responsible Government tm 
Prince Edward Island. lowa City: 
University of Iowa, November 15, 
1931. I136pp. $1.50. 

Lockxun, D. Puitip. Railroad Regulation 
since 1920. (1931 supplement). New 
York: McGraw-Hill Book Company, 
Inc., 1931. 31 pp. (paper cover). 

Lorenz, Orro C. and Mort-Smiru, H. M. 
Financial Problems of Instalment Sell- 
ing. New York: McGraw-Hill Book 
Company, Inc., 1931. 279 pp. $4. 

Lyon, Leverett S. Education for Bust- 
ness. Chicago: The University of 
Chicago Press, 1931. 580 pp. $3.50. 

McCormick, Cyrus. The Century of the 
Reaper. Boston: Houghton Mifflin 
Company, 193 307 pp. $3.50. 

McNair, Matcotm P. and Grace, 
Cuares I. Problems in Retail Store 
Management. New York: McGraw- 
Hill Book Company, Inc., 1931. 74! 
pp. $6. 








